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CHAPTER 1: INTRODUCTION 
1.1. Introduction 
Corporate Social Responsibility (CSR) is a self-control mechanism for corporate companies 
and a critical element of their business strategies. Through the mechanism of self-control, 
companies ensure that they comply with the relevant legal requirements, societal expectations, 
and ethical standards. Their corporate objective is to increase shareholder value by increasing 
profitability while insulating the company from legal threats and business risks. This objective 
implies that CSR strategies of a company are positively related to its continuous growth 
strategies. To guarantee sustainable growth, a company must effect positive change on its 
operating environment and its stakeholders, who mainly comprise communities, investors, 
employees and consumers. In this vein, (Salvioni, Gennari & Bosetti, 2016) state that for 
companies to increase their chances of survival in the long term, they must protect their 
stakeholders’ interests. This is supported by Brower & Mahajan (2013), who states that an 
adoption of a Stakeholder mindset by a company improves its corporate social responsibility, 
which in turn may result in a stronger financial performance (Jia & Zhang, 2013) and 
guarantees a company’s long-term survival. 
 
Over the past decades, CSR has gained importance in management literature, with focus being 
placed on its influence on company performance. Various scholars across the world have 
embarked on a mission to establish a connection between corporate social responsibility and 
financial performance. To date numerous studies have been conducted by various scholars in 
order to establish the impact of CSR on performance of a company (Crisostomo, Freire & 
Vasconcellos, 2011). In spite of the high number of studies aiming to investigate the 
relationship between CSR and financial performance (FP), conclusive results are yet to be 
obtained. Margolis, Elfenbein & Walsh (2009) reports a positive relationship between CSR 
and FP, whereas a number of past studies had established a negative relationship between the 
two (Mittal, Sinha & Singh, 2008). The tangible benefits of CSR and its financial gains to a 
company remain a popular subject (Brower & Mahajan, 2013). Most studies on the link 
between CSR and FP yielded mixed outcomes (Schreck, 2011). This has resulted in the 
connection between CSR and FP being difficult to define decisively. 
 
Even though there are still varying outcomes on research on the type of relationship between 
corporate social responsibility and corporate financial performance, what is of significance is 
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the fact that the impact of CSR activities will be felt by stakeholders regardless of how the 
relationship is defined. However, in most cases the profits gained by companies are seldom 
transferred to the community or society directly affected by their operations (Harrison & 
Wicks, 2013). Hence, the aim of this study is to identify the impact of CSR on FP of companies. 
The stakeholder theory has been chosen as the framework for the study.  The Stakeholder 
theory puts emphasis on companies focusing also on other interested parties other than their 
shareholders only. This theory is supported by Freeman (1984) who indicated that if there is 
fair and equal treatment of stakeholders by management, this results in positive market 
sentiments that lead to increased trade. If the stakeholder theory holds true, corporate social 
responsibility will become a fundamental element of corporate strategy that executives in 
companies must prioritise. 
 
The study focuses on the impact of corporate social responsibility on the financial performance 
of South African companies. The companies used in the research to represent South African 
entities are the top 40 listed companies that have consistently appeared on the Johannesburg 
Stock Exchange Social Responsibility index for each of the years from 2013 to 2017. It is these 
organisations that have been researched upon in the study which represent South African 
companies. 
 
1.2.Background 
 
The sole purpose of a company is traditionally to render services and produce goods at a profit 
(Friedman, 1970). A few decades ago, the selection of the best company was done by 
identifying one that was fulfilling its mandate to the fullest through profit maximization. 
However, with changing times and changing expectations from customers and stakeholders, 
businesses have come to understand that profit maximization does not guarantee sustained 
business growth and profitability. The realization of the need for a change in business concept 
led to the establishment of CSR as a solution to the demand for social accountability. This was 
initiated by a publication, called “Social Responsibilities of Businessmen”, created by Howard 
R. Bowen in 1953 (Carroll, 1979). This publication made a call for business leaders and 
academics to put the issues of ethics in doing business as well as social responsibility at the 
centre of their managerial decision and business strategies. 
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CSR is also defined by McWilliams & Siegel (2000) as actions that appear to further some 
social good, beyond the interest of the company and that which is required by law. 
Additionally, the European Commission (2011) described CSR as a concept whereby 
companies integrate social and environmental concerns in their business operations and in their 
interaction with their stakeholders on a voluntary basis, as they are increasingly aware that 
responsible behaviour leads to sustainable business success. What must be noted is that at the 
center of the definition of CSR is a stakeholder or stakeholders who are exposed to the impacts 
of the activities of companies.  
 
The past decades have seen an increased emphasis on CSR by corporations and companies. 
CSR is now being seen as a measure to protect company profits (Epstein & Rejc-Buhovac, 
2014). This is a result of the elevation of CSR from an almost irrelevant concept to one of 
utmost importance, which is widely acknowledged and accepted in business (Carroll & 
Shabana, 2010).  
 
For companies that strive to increase their profitability, there is a need to take into consideration 
the importance of investing in socially responsible activities. This business concept is studied 
under the organizational performance, particularly the FP of companies. Investments into the 
socially responsible activities of a company or CSR must increase a company’s triple bottom 
line by increasing employee involvement, which in turn may enhance goal congruence by 
increasing workers’ motivation that enhances productivity (Aver & Cadez, 2009). Otherwise, 
such investments may not be considered beneficial in the long term. Hence, the need to 
establish the link between the CSR and FP of a company. Moreover, the question of whether 
corporate social responsibility results in improved financial performance of a company must 
be answered. 
 
The present business world is witnessing a dramatic increase in CSR activities, especially in 
developing economies. A survey done in 2013 by the audit and business advisory company 
KPMG, which researched global trends in CSR, states that 71% of companies in the Pacific 
Asia issue CSR reports, against 76% in America, and 73% of companies in Europe. The survey 
also indicated that the highest growth in CSR spends since 2011 was observed in India by more 
than 53%, in Chile by 46%, in Singapore by 37%, in Australia by 25%, in Taiwan by 19%, 
and, lastly but not least, in China by 16% (KPMG, 2013). In India, the growth can be linked to 
the anticipation of the mandatory legislation forcing large companies, with an average net profit 
4 
 
of $816,000.00over a 3-yearperiod, to spend 2% of their average profits per year on CSR spend. 
The mandatory legislation was effected in 2014.   
 
In spite of an increase in the popularity of CSR globally, scholars remain divided on the impact 
of CSR on company performance, particularly on whether companies that invest on CSR have 
achieved improved financial performance. However (Barnett & Salomon, 2012) insist that over 
time some companies derive benefits from implementing CSR activities. Previous studies have 
associated CSR to numerous benefits. The most prevalent and well-acknowledged benefits of 
CSR are an improvement of the company reputation and brand awareness, human and talent 
management, as well as a reduction of operational costs (Glavas & Godwin, 2013). 
Nevertheless, Tsoutsoura (2004) argues that most of these benefits are usually not realized 
immediately, whereas the cost of CSR is usually incurred immediately. This means the 
company will sacrifice current profit for an unguaranteed return in the future. 
 
Thomas,Wheelen, & Hunger (2011) state that companies usually have responsibilities to the 
society that extends beyond profit making. Financial performance is broadly viewed as the 
ability of the company to meet its financial objectives. According to Hassan & Ahmed (2012), 
the two indicators of the company’s FP are: the investor’s return and the accounting returns. 
The investor’s return is measured from the point of view of shareholders, while an accounting 
return measures how a company’s FP reacts to varying practices or policies implemented by 
management (Okwoma, 2010). In the same vein, accounting indicators such as Return on 
Assets and Return on Equity give bearing on the internal efficiency of a company (Cho, Chung 
& Young, 2019). 
 
When CSR was introduced in Africa, most African companies showed little interest in the 
concept. It was said that CSR is a theme generally inserted in the countries of the south by the 
countries of the North (Huppert, 2004). Forstater, Zadek, Guang, Hong & George, 2010 
described the evolution of CSR in Africa in terms of generations in their study. The first 
generation CSR was carried out for the sole purpose of responding to environmental and social 
issues and challenges threatening the business. In the second generation, companies adopted a 
more proficient approach to CSR, as companies became more committed to the concept and 
started reporting on CSR performance. The third generation CSR was no longer about 
controlling the negative impacts, but companies began focusing on building and aligning their 
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companies to ensure the provision of a positive impact to the surrounding communities and 
environment 
 
In South Africa, sustainability and social responsibility are highly valued by companies due to 
their associated weight in the King Reports, which focus on corporate governance and due to 
stringent listing requirements of the Johannesburg Stock Exchange (JSE). These CSR and 
sustainability standards and expectations have forced companies to maintain a certain 
acceptable level of compliance and have created awareness among investors and local 
communities. Moreover, there are Socially Responsible Investments (SRI) that are listed on 
the JSE. In this regard, SRI is expressed through positive and negative screening. A positive 
screen presents the good social performing portfolios, while a negative screen excludes 
companies with poor performances relating to Environmental, Societal and Governance (ESG) 
issues. The purpose of the screens is to assist investors in factoring in concerns relating to the 
ESG and ethical behaviour of companies while making investment decisions. In the business 
world, CSR is valued as a measure of sustainability in company operations that highlights the 
imperative need to factor the society’s challenges into the everyday operations of the company. 
Furthermore, SRI is a measure of support and acceptability of CSR initiatives by financial 
markets. Hence, by valuing and accepting SRI, the financial markets are forcing companies to 
embrace, implement and increase investment in CSR in order to be more competitive. 
 
To indicate the impact of investing in SRI, a few cases have been identified.  The Social 
Investment Forum in the United States of America published a report showing that SRI funds 
increased by 486% during the period of 1995 to 2012. This was in comparison to non-SRI 
assets, which recorded a lower growth of 376%. The United Nations Principles for Responsible 
Investment (UNPRI) are guidelines, which were developed by the United Nations to ensure 
that signatories to the agreement improve and disclose their efforts towards socially responsible 
initiatives. Locally, as The Government Employees Pension Fund (GEPF) is a signatory to the 
agreement, compliance to ESG considerations is compulsory if a fund manager wishes to trade 
with the GEPF (Masie, 2008). The overriding strategy of GEPF is to take the ESG mandates 
into consideration in its investment and ownership decision making, while also fulfilling its 
mandate of addressing socio-economic disparities by embarking on responsible investments 
(Government Employees Pension Fund, 2009). 
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Socially Responsible Investment is made by investors or businesses on the foundation of ethical 
and ESG considerations. The companies listed on the JSE SRI Index have been chosen as they 
reflect the CSR investments of companies in line with socially responsible and ethical business 
practices. Although the findings on the impacts of CSR can be said to be positive, negative or 
neutral, for this study, the negative impacts on business performance are recorded as evidence 
against Socially Responsible Investment and Corporate Social Responsibility. Should there be 
neutral findings from the research on the impact of CSR, this will mean that the investment 
costs to investors and business have exactly matched the benefits derived from CSR initiatives. 
However, it must be noted that the additional benefits derived from CSR, which filter to society 
and/ or the utility gained from investing because of one’s norms and beliefs have been excluded 
from the study. Therefore, even though there might be a balance from the monetary and social 
standpoints on the neutral findings, there are other societal benefits, which may indicate that 
the evidence supports and favours CSR.  
 
In this regard, it has been proposed that asset-pricing models must incorporate aspects on 
behaviour and that the value expressing characteristics must be included in business decision-
making processes (Statman, 2000). Even though previous studies have found limited 
differences between SRI and conventional funds, some investors have been able to derive extra 
value-expressive benefits from the social engagement, which had been lacking in traditional 
investments. This study investigates the impact of CSR from the position of business and from 
the perspective of investors in a South African setting within the framework of the stakeholder 
theory. The study used panel regression analysis to determine the nature of the impact of CSR 
on the financial performance of South African companies listed on the JSE SRI Index. Data 
which represents South African companies is from the top 40 companies listed on the 
FTSE/JSE SRI Index and which have consistently declared their CSI spends over a period of 
five years from 2013 to 2017.  
 
1.3.Problem Statement 
 
In the past decade, there has been limited research on the association between CSR and  FP 
targeting the FTSE/JSE SRI Index which represents efforts of listed South African companies 
in fulfilling their CSR mandate. It is acknowledged that CSR has the following benefits; 
improves company’s image, creates business opportunities, provides operational legitimacy, 
enables maximization of revenue and insulates companies from external threats and challenges 
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(Choongo, 2017). This has led to numerous scholars believing that there is a theoretical link 
between CSR performance and financial performance of companies (Barnett, 2016). The 
theoretical link has been supported by numerous empirical studies (Xu & Zeng, 2015; Lee & 
Jung, 2016; Choongo, 2017). It is generally this link that motivates South African companies 
to invest into CSR and also to list on the JSE SRI Index.   
 
There are empirical studies that have also shown that companies that perform better on CSR 
achieve worse financial performance leading to an inverse relationship between CSR and 
company financial performance (Gatsi, Anipa, Gadzo & Ameyibor, 2016). This emanates from 
the point that there is a high risk associated with companies who target to satisfy all its 
stakeholders, there is a risk of losing out on many positive net present value projects hence 
leading to a negative impact on the company’s financial performance (Bhandari & Javakhade, 
2017). There are other studies that have failed to support neither the positive nor negative 
findings of the recorded empirical studies (Lech, 2013). 
 
In Africa, recent studies have led to different outcomes (Gatsi et al., 2016; Choongo, 2017). 
This is the case with studies conducted on South African companies listed on the JSE SRI 
Index; hence this study aims to provide conclusive findings on the impact of CSR on financial 
performance of South African companies listed on the JSE SRI Index so as to contribute to the 
current debate and body of knowledge. 
 
1.4.Research objective, question and hypotheses 
 
The study is premised on the following research objective, question and hypotheses: 
 
Research objective: To investigate the relationship between corporate social responsibility 
and the financial performance of South African companies listed on the JSE SRI Index. 
 
Research Question: Is there an impact on the financial performance of South African 
companies listed on the JSE SRI Index that invest in corporate social responsibility? 
 
Hypothesis 1: The Return on Assets ratio (ROA) increases with investment into corporate 
social responsibility (CSR) activities.  
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Null hypotheses: If p-value is < 0.05 then there is a positive relationship between ROA and 
CSR. Hence CSR has a positive impact on the financial performance of JSE SRI Index listed 
companies. 
  
Hypothesis 2: The Return on Equity ratio (ROE) increases with investment into corporate 
social responsibility (CSR) activities. 
Null hypotheses: If p-value is < 0.05 then there is a positive relationship between ROE and 
CSR. This means investing into CSR initiatives has a positive impact on financial performance 
of companies listed on the JSE SRI Index. 
 
1.5. Research methodology 
A positivism paradigm was adopted for the study. This is because of one of the attributes of 
the positivism paradigm, which seeks understanding of phenomena in reality through 
measurement that provides evidence (Hammersley, 2013). Through the empirical tests 
conducted by positivists, the insights provided by the positivism paradigm possess significant 
standards of reliability and validity (Creswell, 2007) and at the same time the findings may be 
applied to a large portion of population (Johnson & Onwuegbuzie, 2004).  
 
In terms of research design, this study mainly used a quantitative research. By using 
quantitative research, past and present researchers have been able to use mathematical 
measures to study the types of relationships that exist between CSR and FP. As for the research 
instrument, the panel regression analysis was chosen as the statistical analysis tool to be used 
to measure and establish the nature of the relationship between CSR and FP.  
The population for the research consists of the top 40 companies that have been listed 
consecutively on the JSE/SRI index over a 5-year period, from 2013 to 2017. It must be stated 
that the average number of companies listed on the FTSE/JSE SRI Index over the 5-year period 
is 79, but only the top 40 were selected. Under sample design for companies to be eligible they 
must have publicly reported on CSI spends over the consecutive years of the stated period. The 
main objective of this is to prevent unbalanced variances in the data analysis.  
 
The sampling technique for the study is the following, the selected 40 companies had to meet 
the following criteria: to have been listed on the FTSE/JSE SRI Index during the years 2013 to 
2017, to have consistently spent on CSR from year to year, and to have disclosed the 
information on their annual and sustainability reports for the 5 year period. At the same time, 
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these companies also published their company financial statements over the same period from 
2013 to 2017. In order to obtain the sample size for the study a non-probability purposive 
homogenous sampling technique was used. This technique allows the researcher to select 
participants that meet a certain criteria that fulfils the objectives of the research (Taherdoost, 
2016). The participants in the sample must have a particular similar characteristic or trait for 
them to be selected. 
 
The study has two types of secondary data, which were collected: CSR spend data and company 
financial performance data. The CSR spends data for each company was extracted from the 
sustainability and annual reports of the selected organisations. These reports were accessed 
from the company websites where the reports are published. Secondary data that contains 
financial performance of sample companies was sourced from a database called INET Bureau 
of Financial Analysis, which has the required financial ratios. In terms of data analysis, since 
data was collected for 40 companies listed consecutively on the FTSE/JSE SRI Index over a 
period of 5 years, the ordinary least squares regression may be unsuitable hence the selection 
of the panel data regression method instead. 
 
In order to ensure validity in this study, the panel unit root test at First difference was used to 
ascertain the results obtained from the panel root test at Level. The Hausman test was also used 
to test for variations in errors across the data. On top of this, other tests were used, including 
the Hadri test, to determine which method between the fixed effects and random effect test 
should be appropriate. The study has a test to determine the validity of results obtained from 
each method used. To show evidence of reliability it must be highlighted that there are 
numerous studies that have been conducted in the past decades that have used the panel 
regression analysis techniques in order to conduct research on the research between CSR and 
FP of companies. The common variables that have been used as a measure of financial 
performance have been ROA and ROE. The characteristics of the past studies are also in this 
study which instils reliability on the outcome of the research.  
 
1.6.Theoretical Foundation 
 
The Stakeholder Theory is the main theoretical framework underpinning this study. This theory 
is supported by Freeman (1984) who indicated that if there is fair and equal treatment of 
stakeholders by management, this results in positive market sentiments that lead to increased 
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trade. The company stakeholders are external and internal. These are workers, bankers, 
customers and people in communities where the company operates. An inclusive buy-in into a 
company’s vision and operational mandate by all stakeholders leads to improved value creation 
for the company and the broader community. Hence, although most views on stakeholder 
management support that companies need to focus on the stakeholders (Freeman, 1984); the 
stakeholder theory will always be in conflict with the shareholder theory (Friedman, 1970). 
The latter posits that ethics and strategy are enhanced through use of the stakeholder theory 
and that a company that strives to meet the needs of its broad stakeholders will reap more 
financial rewards in the future (Campbell, 1997; Freeman, Harrison, Wicks, Parmar & Colle, 
2010). The latter assumption underpins this study: there is value to be derived by companies 
when they focus on shareholders and stakeholders outside the company. This focus is achieved 
by investing on CSR activities that benefit the community or environment where they operate. 
 
 
 
1.7.Significance of study 
 
The objective of the study is to make a contribution to the current body of knowledge on CSR 
by analyzing how CSR impacts FP of companies using the stakeholder theory as the theoretical 
framework. Debate persists on proving whether CSR provides value to a company or that it is 
a waste of company resources, which could be put to better use to advance the demands of 
shareholders. Friedman (1970) claims that the primary mandate of a business is to maximize 
profits, and that other issues that do not add value to the agenda of profit maximization should 
be regarded as secondary. Proponents of the stakeholder theory argue that in addition to the 
shareholders, an entity has other important internal and external stakeholders who must be 
taken into account in corporate decision making (Harrison & Wicks, 2013). However not many 
leaders have heeded the call to become more socially responsible in their operations. Company 
executives are focused on the competing agenda of making short term returns in order to 
impress their shareholders. This behaviour is in line with the capitalistic model, where an 
organization’s sole purpose is to maximize profits.  
 
A company’s socially responsible activities are perceived as an expense and liability, and not 
as an investment into the company’s future growth and profitability. This study makes 
contribution into this self-contradictory business agenda of being socially responsible and at 
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the same time more profitable (Freeman, 1984) with the aim of providing businesses with 
concrete reasons of being better corporate citizens. The use of FTSE/JSE SRI Index as the 
source of data substantiates and gives significance to the reliability of the study by researchers 
through guaranteeing external validity by avoiding a case study of questionable 
generalisability. 
 
1.8.Limitations 
 
Calculating the investment figure spent on CSR may prove challenging in other cases as not 
all companies value the need to publish these figures. The availability and reliability of 
information is therefore a limitation. 
 
A positive association between CSR and company financial performance can also be attributed 
to other activities such as the launch of a new product range or an increase in company market 
share, and not connected to an increase on investment in CSR. The difficulty of isolating the 
reasons for a positive correlation is therefore a limitation. 
 
Where positive correlations exist between CSR and FP, there arises a limitation in the study, 
as it is difficult to pin point which factor was responsible for the positive result. The high 
financial performance of companies may be attributed to their huge budgets to accommodate 
increased spending in CSR. Under such circumstances, an increase in CSR would not 
necessarily result in improved financial performance; it can be attributed to other factors.  
 
Although the study aims to investigate the relationship between CSR and FP over a five-year 
period, the benefits of CSR may only become evident in future and not in the period under 
investigation. Adversely, if CSR investment was made in years preceding the study, this 
investment may result in improved financial performance during the period under study. The 
timing of CSR investments and improved performance is therefore a limitation of this study. 
 
Generalizations and assumptions in this study are limited, as could be the case with most 
studies of an exploratory nature. The results of this study are meant to prove the nature of the 
relationship between CSR and FP in South Africa for the sampled companies listed on the JSE 
SRI Index.  
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1.9.Chapter outline 
 
The study comprises five chapters.  
 
Chapter 1 introduces the principle of CSR and its past relationship with corporate financial 
performance. It provides the scope of research to be conducted. It also presents stakeholder 
theory as the theoretical foundation of this study. 
 
Chapter 2 focuses on the literature related to the concepts of CSR and FP. The literature covers 
the history and definition of CSR. Focus on CSR in emerging markets and CSR in South Africa 
is also being examined. The relationship between CSR and FP is explored using predetermined 
indicators. There is also an understanding of the CSR reporting in South Africa and a 
clarification of the function of SRI indices giving a bearing on the future of SRI reporting. 
 
Chapter 3 focuses on the research methodology and criteria for the selection of companies to 
be included in the study. The chapter explicates the information gathering processes for the 
financial ratios, financial statements and values of corporate social responsibility spends.   The 
data collection and analysis process adopted to attain results in the research are also described. 
 
Chapter 4 provides details on the implementation of the panel regression analysis of the 
gathered data. 
 
Chapter 5 discusses the findings from the research and draws conclusions from the study, 
before making recommendations for management of companies and on focus areas for further 
study.  
 
1.10. Summary 
 
In a drive to increase company profits and increase returns to shareholders, companies are 
looking at CSR as a strategic tool; hence, its increased adoption over the past years. With 
companies adopting CSR initiatives and investing more on social investment, stakeholders now 
demand more transparency in terms of reporting on CSR projects. The resultant impact is that 
there is an increased level of reporting on annual sustainability, environmental and social 
matters and most importantly on financial performance. However, this study aims to investigate 
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the relationship between CSR and FP by analysing the performance of the top 40 companies 
listed on the JSE SRI index. It is anticipated that the findings will play a major role in strategic 
decision making in business by owners of companies, management, investors and other 
relevant stakeholders. 
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CHAPTER 2: LITERATURE REVIEW 
 
2.1 Introduction 
 
The preceding chapter outlined the background and scope of this study. It also explained the 
research problem as well as the significance of the study. Chapter 2 discusses the literature 
review, which is presented in five broad strands:  
 
(1)The definitions of corporate social responsibility (CSR) and financial performance 
(FP);  
(2) The history and application of CSR in the emerging markets in general and in South 
Africa in particular;  
(3) The business justification for CSR;  
(4) The Stakeholder Theory and CSR ; and  
(5) A critical analysis of the relationship between CSR and PF financial performance.  
 
In terms of understanding whether there is a relationship between CSR and FP, four categories 
of literature are reviewed, namely the literature that indicates: (a) a positive relationship, (b) a 
negative relationship, (c) an inconsistent relationship, and (d) no or non-significant 
relationship. 
 
2.2. Definitions 
2.2.1. Definition of Corporate Social Responsibility 
 
Lei (2011) in his analysis on evolution of CSR definitions maintained that the area of focus to 
all analysed definitions are; sustainability and social obligations like economic, legal, ethical 
and discretionary responsibilities. Undeniably, there exists a multiplicity of definitions about 
CSR, although many of these lend themselves to biases for which they are carved. In other 
words, CSR means different things to different people depending on the purposes for which 
they are articulated. This situation results in scholars being in disagreement when trying to 
define CSR. There seems to be unwillingness to develop an unbiased definition a herculean 
task (Dahlsrud, 2008). The objective of this chapter is to bring to the fore these competing 
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propositions and theories about the meaning of CSR, in an attempt to clear the confusion 
relating to the conceptualization of CSR. 
 
CSR has been a subject of discussion since the publication of 1953 of Howard R. Bowen’s 
book “Social Responsibilities of the Businessman”. This book highlights two components that 
central to the definition of CSR, namely: business and society. For some time, classical 
economists held the view that the role of business is value maximization and that the private 
sector’s key objective is to grow profit. While accepting that businesses constitute the society 
within which they operate, some scholars maintained the argument that that businesses must 
seek to attain their economic goals and that commitment to the stakeholders should not negate 
the attainment of these goals (Friedman, 1970). According to classical financial theorists, 
investments in “social responsibility” constitute a costly diversion of the scarce company 
resources as they do not maximize its value. Investments in social responsibility initiatives, it 
was argued, are, at best, a waste of effort and at worst a value dissipating proposition. In his 
neo-classical economic perspective, Friedman (1962) posits that corporate expenditure on 
social causes constitutes a violation of company management’s responsibility to shareholders 
to the extent that such expenditure does not entail expansion of shareholder dividends. In 1962, 
Milton Friedman famously argued that “few trends could so thoroughly undermine the very 
foundations of our free society as the acceptance by corporate officials of a social responsibility 
other than to make as much money for their shareholders as possible” (Carroll, 1999). The crux 
of this argument is that companies should not take responsibilities beyond the maximization of 
profits, otherwise they expose the business to market distortion and negate the effective and 
efficient economic activities of companies. The argument that the primary objective of the 
company is to maximize company value constituted the Holy Grail of financial management 
during this time. The popularization of the stakeholder theory overturned this perspective 
(Galant & Cadez, 2017). 
 
In contrast to the shareholder view, the stakeholder theory conceptualized company 
responsibility in far wider terms. Freeman’s publication in 1984 of “Strategic Management: A 
Stakeholder Approach” revolutionized the view of the company in society. This is because it 
did not only present the broader goal of company management as that of meeting all the 
objectives of the stakeholders simultaneously, but it also defined what these stakeholders are. 
As Freeman (1984) writes that stakeholders include any group or individual who can affect or 
is affected by the achievement of the company’s objectives. The stakeholder theory places 
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primacy on the obligation of business toward society. For this reason, theorists such as Bowen 
(1953) used such lexicons as public responsibility, social obligations and business morality, 
alongside CSR. For Bowen, companies have an obligation towards the societies within which 
they operate. However, this responsibility must be clarified for all involved parties to avoid 
confusion.  
 
Literature provides pointers to how this obligation is delineated. Firstly, it is argued that the 
responsibility of business is to maximize economic benefits within the parameters of law or 
what Friedman (1970) defines as staying “within the rules of the game”. This is a strict 
definition of business obligation central to which is the notion that companies have economic 
responsibilities of producing goods and services in responses to the needs to society. Secondly, 
it is argued that businesses do not only provide goods and services to satisfy the needs of 
society. They also must satisfy other stakeholders who are the investors without whom they 
will struggle to find the capital to establish themselves in the first place. Staying within the 
rules of the game also means compliance with the legal requirements either at a local (local by-
laws), provincial or international level. Adherence to these laws should not be the only guiding 
principle for companies. Companies should also be guided by what is deemed ethical over and 
above meeting societal expectations.  
 
In recent years, socially responsible business has increasingly come to focus on the efforts of 
companies to reduce the negative influence of their operations on the environment. 
Increasingly, CSR debates have come to focus on advocacy in which organisations are being 
required to voluntarily include social and environmental issues on their strategy for business 
operations. For scholars such as Coldwell (2015), this entails placing similar emphasis on 
measuring societal impact and profit maximisation when analysing the performance of a 
company. Societal wellbeing has come to transcend issues related to the satisfaction of human 
needs by business to include other obligations such as the protection of natural habitats, natural 
ecosystems and water courses (Dube & Maroun, 2017). 
 
Consequently, CSR encapsulates the concept of accountability of business to different 
stakeholders. It is also defined variably depending on context, the author’s preference and 
geographical location. Some refer to it as “corporate accountability”, while others call it 
“corporate citizenship” (Ntoi, 2010). For example, Dahlsrud (2008) identified 37 different 
definitions of CSR, which confirms to the multidimensional nature of this concept. However, 
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these definitions differ in their articulation of what CSR means. They primarily pivot around 
the question of what the preoccupation of companies should be. As highlighted hitherto, 
Friedman (1970, quoted by Galant & Cadez, 2017 was of the view that “the only social 
responsibility of a company is to increase its profits whilst staying “within the rules of the 
game”. Davis (1973) disputed this view and posited that companies need to consider issues 
beyond the narrow economic, technical and legal precepts of their company.  
 
Without reiterating the discussion already made above about what obligations companies 
should undertake, the objective of this study is to foreground the two competing perspectives 
dominating the debate about the nature of CSR. The first perspective (long held by the likes of 
Friedman, 1970) is that companies are solely responsible to their shareholders (the shareholder 
perspective), while the second perspective (the stakeholder perspective) is that companies 
should consider the interests of stakeholders apart from the shareholders and these interests 
should be considered simultaneously to the pursuit of maximising the bottom line. The latter 
perspective has gained credence in recent years as criticism of the former has become 
hegemonic. In particular, Friedman’s argument that the only social responsibility of a company 
is to increase profits while staying within the rules of the game has been rejected on several 
grounds. The evolving sustainability agenda in which companies are increasingly forced to 
demonstrate their awareness and management of social and ecological systems in the conduct 
of their business means that Friedman’s is out of vogue (Hamman, 2003). For this reason, 
Davis’s (1973) postulation that CSR should explicitly include the interest of stakeholders apart 
from shareholders remains pertinent. This study adopts the definition by the EU Commission 
according to which CSR refers to actions by companies over and above their legal obligations 
towards society and the environment (European Commission, 2011). 
 
To sum up this section, it is important to mention that, irrespective of geographical location 
and business contexts, businesses should behave socially responsibly (Dahlsrud, 2008). 
Although socially responsible behaviour is defined variably, it is generally agreed that it 
includes voluntary company actions designed to improve the prevailing social or environmental 
conditions (Davis, 1973). This study adheres to the principle of CSR that by embarking on 
CSR actions, companies maximise their financial performance. Choi, Kwak and Choe (2010) 
pose the questions whether CSR activities are beyond a company’s legal obligations and 
potentially require a sacrifice in short-term profits, why do companies promote CSR? Is the 
sacrifice of short-term profits compensated by improvement in companies’ long-term financial 
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performance? The literature reviewed above distinguishes three clusters of business 
obligations. The first is the business that considers the economic and legal responsibilities of 
business as those that society requires of organisations. The second is the business that takes 
the ethical responsibilities as required of businesses; and the last is a business that considers 
the voluntary responsibilities that desirable for businesses. It is imperative to elaborate further 
on these broad definitions. In doing so, the study seeks to answer the question whether CSR 
can be practiced as a commitment to ethical standards or as a business strategy.  
 
2.2.1.1. CSR as an ethical stance 
 
The conceptualization of CSR as an ethical stance aligns with the argument made earlier that 
companies undertake socially responsible activities not necessarily, because they are forced to 
do so, but because they want to give back to the communities. This stance has been analyzed 
by several scholars. In ethical terms, Mintzberg (1983) describes four forms in which CSR can 
be practiced. Firstly, the purest form is when companies practice CSR without expectation of 
return, but because they consider it as a noble undertaking. Secondly, companies can undertake 
CSR related activities because they expect some form of return. Even though the dividend for 
undertaking socially responsible activities may not be defined from the outset, the primary 
motivation becomes what Mintzberg refers to as enlightened self-interest; where by the 
payback could be tangible or intangible. Thirdly, CSR activities can be linked to the notion of 
enlightened self-interest, whereby Mintzberg argues that the socially responsible actions of 
companies tend to be motivated by expected rewards from the market. This view is propounded 
by the “sound investment theory”, which entails a positive correlation between companies’ 
socially responsible behaviour and the maximization of the companies’ stock.  Fourthly, 
companies may be motivated by an expectation of reward, which also links, to the notion of 
enlightened self-interest (Coleman, 2016). The difference, however, is that in engaging in 
socially responsible behaviour, the companies seek to gain favour from political authorities and 
avert scrutiny. The benefits of companies undertaking socially responsible activities on their 
own volition presupposes an attempt at circumventing a situation where they are forced to do 
so by legislation. 
 
Mintzberg, Simmons and Basu (2002) do not endorse other motivations for practicing CSR 
except when it is undertaken without expectation of recompense: i.e., when CSR is practiced 
in its purest form, as mentioned previously. They argue that it is practically possible and 
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plausible for companies to practice CSR in its purest form. For them, endorsing the CSR 
practices of companies motivated by self-interest corresponds to elevating avarice and 
selfishness to the calculus of selflessness. For these scholars, pursuing CSR for self-interest 
equates to taking society back to an earlier and darker ages, by elevating greed to the stature of 
some sort of high calling (Mintzberg, Simmons & Basu, 2002). These scholars caution against 
a syndrome of selfishness that has taken hold of our companies and our societies, as well as 
our minds and remind us that  “economic man” or the Homo economic us is obsessed with 
his/her own self-interest, and is intent on maximizing his/her personal gains. The ideal for 
Mintzberg and his colleagues is that companies should undertake CSR-related activities 
without expectation of reward (Mintzberg, Simmons & Basu, 2002).  
 
Moore (2003) concurs with Mintzberg and others. He contends that using CSR for the 
furtherance of profit is an abuse of noble corporate ideals. According to Moore (2003), 
pursuing CSR for corporate benefit represents an institutionalization and legitimization of 
avarice. This is because by undertaking CSR related actions, the companies seek to deal with 
the tremendous pressure exerted on them by society, whereby de-bunking their public portrayal 
as avaricious.  Moore argues for the rediscovery of the “notion of corporate virtue” or the 
creation of what he calls the “virtuous company” which pursues the external goods such as 
profits. The latter can be good to the extent that they are imperative in sustaining and supporting 
the development of corporate excellence. For this scholar, a proper application of CSR in 
business must be divorced from the pursuit of unbridled profitability. CSR undertakings 
motivated by corporate selfishness are unethical.  
 
Moore (2003) and Mintzberg, Simons, & Basu (2002) concur with Goyder (2003), who bewails 
the tendency for companies to undertake CSR as a measure to merely comply with 
expectations. Goyder insists that undertaking what can be termed, compliance CSR, is a cynical 
manoeuvre by companies to deceive the stakeholders into believing that they are the good 
people when the opposite applies. The disconnect between rhetoric and reality epitomizes the 
way in which many companies deal with CSR commitments. The ideal for Goyder is that 
companies should practice CSR because they are persuaded that it is the right thing to do rather 
than do that which they think society wants to hear.  According to Goyder (2003), there is value 
in companies undertaking (conviction CSR) because it ensures commitment of resources to a 
cause which they believe in and thus obtaining the most positive impacts on people, the natural 
world, and the planet. Hammond (2005) concurs that the (People, Planet and Prosperity) nexus, 
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which posits that companies, can pursue CSR in compliance with the law, while simultaneously 
fulfilling shareholders expectations. In other words, the pursuance of CSR does not negate 
profit maximization. The two are not mutually exclusive.  
 
However, Jones (2003) contends that the motivation for CSR practice should be dissociated 
from the calculus for profit maximization. In other words, CSR should not be underpinned by 
an attempt to either gain a competitive edge over a company’s rivals or gaining societal 
approval as the responsible company. According to Jones (2003), the act of giving should be 
purely underpinned by altruistic philosophy, which transcends the economic realm. Contrary 
to Moore's (2003) and Mintzberg et al.’s (2002) position, however, Jones endorses the 
perspective that companies can act egocentrically. However, self-interest according to Jones 
(2003) should be evaluated in relation to how the company deals with the external parties. In 
other words, companies can act with self-interest without negating the interests of other 
stakeholders. If CSR is motivated by self-interest only, then any altruism underpinning the 
actions becomes devoid of ethicality.  This is because such CSR practice basically equates to 
an abuse of this notion for selfish gain. Hence, the companies will be operating, not within 
ethics, but within for economic gains. 
 
2.2.1.2. CSR as business strategy 
 
The discussion in the previous sections has demonstrated why it is important for companies to 
engage in socially responsible behaviour from an ethical point of view. While this view has 
been widely accepted, many analysts and business managers remain convinced that business 
managers should serve the interests of the shareholders whose primary objective should be 
profit maximization (Preuss & Barkemeyer, 2011). This is the main argument of the Agency 
Theory which posits that the commitment of business managers that does not seek to maximize 
financial gain for shareholders constitutes a digression from the primary mandate of these 
managers (Friedman, 1970). Furthermore, as the doctrine of social responsibility is 
“fundamentally subversive” (Friedman, 1962), it should be considered as a dangerous concept 
for the threat it poses to the basic principles of a market economy (Friedman, 1970). For this 
scholar, the role of business is to maximize profit for shareholders, obey the law, and be ethical.  
This view is supported Dimson, Karakas & Li, and (2015) who state that CSR activities must 
increase company profitability. 
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Figure 2.1: The Pyramid of Corporate Social Responsibility  
Strategic CSR is of critical importance because it constitutes the carrying out of a company’s 
social obligations. According to Carroll (2001), it is also called “strategic philanthropy” 
because it is carried out to fulfill the economic goals of a business. Moreover, CSR that is 
strategically aligned is admirable as it guarantees that the company and the stakeholders 
benefit.  In strategic CSR, social investments are expected to yield a financial return for the 
business.   
 
Carroll argues that discussions on CSR are often shrouded in ambiguity because of the lack of 
consensus about what it really means. He clarifies that the definitions of social responsibility 
address a range of issues, which constitute legal and economic issues that fall under the 
mandate of businesses. Some definitions redress social ills such as discrimination, safety and 
quality of merchandise as well as the environment, while others examine the nature of the social 
responsiveness of companies to the emergent issues rather than to the nature of more pertinent 
issues. For Carroll (1979), in order to have a definition of social responsibility that fully 
addresses the entire range of obligations business has to society; it must embody the economic, 
legal, ethical, and discretionary categories of business performance.  
 
Carroll further refined his Social Responsibility Categories model in the year 1991. He 
represented CSR in a pyramid where he argued that companies should only pursue 
“philanthropic” (discretionary) CSR once they have fulfilled the other three of its elements, 
namely: ethical, economical and legal categories see Figure 1 (Carroll, 1991). Similarly, to the 
Four Faces of social responsibility the new model emphasizes that at the centre of CSR is the 
economic objective. 
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                  Source: Carroll (1991) 
 
A graphical representation of CSR in a pyramid does not only provide a conceptual clarity to 
understanding CSR, it also gives pointers as to which of the elements business managers should 
focus on. This understanding is key if business managers are to devise strategies to enhance 
the overall business performance. The pyramid clarifies that discretionary or altruistic CSR is 
an option that must be considered only once the economic, legal and ethical responsibilities 
have been fulfilled. This averts the diversion of resources to optional caring at a time when the 
mandatory elements of CSR are competing for the same resources.  
 
Based on Carroll’s (1979) four categories of CSR Model and Pyramid of CSR Model (1991), 
a different method of conceptualizing CSR was developed by Schwartz & Carroll (2003) called 
the three-domain approach. The approach uses the Venn model framework (CSR) to 
encapsulate the three responsibilities, which are legal, economic and ethical. This is shown in 
the Figure below. 
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Figure 2.2: The Three-Domain Model of Corporate Social Responsibility  
 
      Source: Schwartz and Carroll (2003) 
 
The discretionary domain in the three-model approach is excluded because, as indicated 
hitherto, it fails to fulfill the Kantian notion of “perfect” duty (Schwartz & Carroll, 2003). In 
other words, it does not pass the litmus test of being a business responsibility.  For Schwartz 
and Carroll (2003), a supererogatory act does not qualify as a responsibility. Thus, these authors 
suggest that the concern for business managers should considered in the Venn diagram, in the 
overlap area of the domains. This is important in order for companies to operate within the law. 
As depicted in the diagram above, seven CSR dominions are created when the categories 
overlap. The domains created additional value to the pure and overlapping segments of the 
Three Domain Model (i.e., economic responsibility, legal responsibility and ethical 
responsibility) this also illustrates situations that business managers may face. Schwartz and 
Carroll (2003) provide a comprehensive discussion on these domains, which will not be 
repeated in this review.  
 
However, the three-domain approach presents several limitations as studied through the 
admission of the progenitors of the model. Schwartz and Carroll (2003) admit to the fact that 
even though their proposed model attempts to address the limitations of Carroll’s (1991) four-
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part construct, it has its own limitations. Primarily, they argue that their model is predicated on 
a problematic one, which is an assumption of the distinctive and inclusive character of the three 
areas of CSR.  
 
Fisher and Lovell (2012) emphasize that there are hardly purely economic or purely ethical 
action because even for businesses that have a moral obligation to respect legitimate law a 
purely ethical deed may result in negative economic outcomes and also be illegal. Nonetheless, 
Schwartz & Carroll (2003) defend the conceptual and pedagogical utility.  In terms of 
pedagogy, these authors state that their model can be useful in the teaching of business ethics. 
Primarily, it can be a useful tool for enhancing the conceptualization by students of the 
components of CSR and the complexities of its application in practical terms. In terms of 
research, there remains a room for further refinement of this model by further exploring its 
definition and overlapping segments (Schwartz & Carroll, 2003).  
 
2.2.2. Definition of Corporate Social Investment 
Corporate Social Investment (CSI) is defined as the financial and non-financial contributions 
made by companies to beneficiaries who are outside the organisation (De Wet, 2006). The 
beneficiaries could be communities, entities and individuals. It involves companies using their 
cash or non-cash resources to effect development in communities (Kingsley, 2013). The 
development efforts target areas of health, education and infrastructure development 
(Babarinde, 2009). It must be highlighted that CSI is a South African phenomenon (Skinner & 
Mershaun, 2008) which was established during the period of apartheid by businesses who 
wanted to appease those who were putting pressure on international companies to withdraw 
from South Africa but at the same time the investment into communities was meant to create 
an environment that favoured businesses (Kruger, 2014). These actions of business were 
acknowledged by the civil society at the time as the CSI initiatives yielded positive returns and 
development to the greater population (Skinner & Mershaun, 2008). Through this emergence 
CSI became a component of corporate social responsibility (Slavova, 2013).  
Comparison between CSR and CSI 
One major difference between CSR and CSI is that CSI is focused more on companies making 
investments into charity initiatives and community development, while on the other hand CSR 
initiatives are broader covering a lot of various activities (Ndhlovu, 2009) Hence the argument 
that CSR is more than just philanthropy (Aya, 2015). This is because CSR also entails focusing 
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on company employees, addressing needs of the society, conducting business in an ethical way 
and preserving the environment (Fontaine, 2013; Kolstad, 2014).Even though CSI is narrowed 
on dealing with monetary charity, CSR is focussed both on how companies donate or spend 
their financial resources through philanthropy but it also involves itself in how entities make 
revenues (Kincaid, 2012). CSR is concerned with how a company operates, adheres to 
compliance requirements, employees welfare and the manner in which its money is made. With 
this comparison it is stated that for a company to be labelled as being socially responsible it 
must go beyond the CSI objective of only making beneficial monetary charity donations, 
however it must also abide by the rules and laws of the land which include environmental 
preservation and ethical business operations (Gazzola, 2018). 
 
CSI as a measure of CSR 
It is thus acknowledged that the terms CSR and CSI mean two different things. CSR is an 
umbrella term that also includes CSI. However for the purpose of this study CSI spends by 
listed companies are used as a measure of the value of CSR. Hence the two terms will be used 
interchangeable in this study. 
 
2.2.3. Definition and measurement of Financial Performance 
Although the debate about whether or not there is a connection between CSR and FP continues 
to go on up to date, no consistent and reliable measure for the latter has been identified, let 
alone a consensus about what it means. How the term is defined depends on the person and the 
purposes for which the definition is made. Bahhouth, Maysami and Gonzalez (2014) write that 
financial performance is mostly associated with economics and profit and that it generically 
refers to an assessment of how much profits a company has made over a certain period of time. 
 
Company managers and investors use different financial indicators to measure a company’s 
performance. There are numerous techniques that are used to evaluate the financial 
performance of an entity.  These metrics are categorized into two main clusters, namely: those 
based on accounting measures and those based on market measures. The commonly used 
measures based on accounting standards of FP comprise of Return on Equity (ROE), Return 
on Assets (ROA) and Earnings per Share (EPS) (Cochran & Wood, 1984).  
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Accounting-based measures are preferred to market-based measures by a majority of 
researchers in order to measure financial performance. Bahhouth, Maysami & Gonzalez (2014) 
posit that it is advantageous for company managers and investors to use the accounting-based 
approach to evaluate a company, because it provides them with a clear view of a company’s 
unique characteristics. There are several problems associated with using accounting-based 
measures. The major limitation with accounting-based measures is that they measure a 
company’s performance from a historic perspective (Ayada, 2015). Moreover, the accounting-
based dimension has an element of prejudice from manipulation by managers and also because 
there are different accounting standards (Aras, Aybars & Kutlu, 2009). 
 
The focus of market-based analysis is on the anticipated future performance of a company than 
a historic perspective hence it cannot be affected by action of managers and various accounting 
approaches, Aras, Aybars & Kutlu (2010).These two approaches have been used in this study 
because they are complementary. One of the market based financial metrics used in the 
accounting-based approach is the Earnings per Share (EPS). Among performance, variables 
such as the operating margin (Hamann, Habisch & Pechlaner, 2009); numerous researchers 
prefer Tobin’s Q (Choi & Wang, 2009).  This is because it can determine the future value of 
intangible investments (Surroca, Tribo & Waddock, 2010). 
 
In South Africa, the Johannesburg Stock Exchange Social Responsibility Investment Index, 
which is abbreviated as JSE SRI Index, is the standard that companies that want to improve 
their CSR standing use. The index was launched in May 2004 to promote socially responsible 
behavior among local companies, this was in response to the international trend of adopt of 
socially responsible behaviours by organizations. Although the index was introduced in 2004, 
by the 1990s there was already posturing that investors should shun socially irresponsible 
companies. For instance, trade unions did not invest their funds in organizations that supported 
apartheid (Chetty, Naidoo & Seetharam, 2015). There are various techniques that can be 
applied to SRI. The two, which are common, are; positive screening, which trades portfolios 
of socially responsible companies, and negative screening involves the exclusion of companies 
with poor scores within societal, environmental and governmental spheres. There was a need 
for a more balanced and broader technique which would encompass the triple bottom line; 
hence, the formation of the JSE SRI Index (JSE, 2010).  
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A company that would like to be considered for the JSE SRI Index would have to agree to the 
JSE SRI Index Advisory Committee to, on an annual basis, assess it on a broad array of criteria. 
The criteria make it mandatory for companies to be constituents of the FTSE/JSE All Share 
Index, and for them to comply with the ESG standards, which are measured using a range of 
indicators that measure corporate policy, practice and reporting (JSE, 2010). To ensure that it 
keeps abreast of the changing times and to ensure that South Africa’s sustainability practices 
are aligned to those of the developed world, the JSE SRI Index evolves over time.  The idea of 
evolution is in contradictions with the position held by Wilson (2007), and Jamali & Mirshak 
(2007), who argue that the sustainability practices of emerging economies, which are not fully 
evolved, cannot pass the standards used in the developed markets.  
 
2.2.4. Measure of financial performance: ROA  
Return on assets (ROA) is an indicator of how profitable a company is relative to its total assets. 
ROA gives a manager, investor, or analyst an idea as to how efficient a company's management 
is at using its assets to generate earnings. In basic terms, ROA tells you what earnings were 
generated from invested assets. Return on assets is displayed as a percentage and its calculated 
as:  
ROA = Net Income / Total Assets 
Net income is derived from the income statement of the company and is the profit after taxes. 
The assets are read from the balance sheet and include cash and cash-equivalent items such as 
receivables, inventories, land, capital equipment as depreciated, and the value of intellectual 
property such as patents. 
Analysis of the ratio 
The ROA figure gives investors an idea of how effective the company is in converting the 
money it invests into net income. The higher the ROA number the better, because the 
company is earning more money on less investment.ROA is most useful for comparing 
companies in the same industry, as industries use assets differently. For example, the ROA 
for service-oriented firms, such as banks, will be significantly higher than the ROA for 
companies such as construction which are capital intensive. 
Use of the ratio  
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 ROA is used internally by companies to track asset-use over time, to monitor the 
company's performance considering industry performance, and to look at different 
operations or divisions by comparing them one to the other. 
 Another common internal use for ROA involves evaluating the benefits of investing in 
a new system versus expanding a current operation. The best choice will ideally 
increase productivity and income as well as reduce asset costs, resulting in an improved 
ROA ratio. 
Validity - Relationship between CSI and ROA 
The financial resources invested in CSR activities are supposed to result in higher net income 
in the financial statements of a company in a case where there is a positive relationship 
corporate social responsibility and financial performance. In terms of ROA analysis, this 
relationship is established when higher ratios of ROA are achieved during years of higher 
investment into CSR activities. 
2.2.5. Measure of financial performance: ROE 
 
Return on equity (ROE) is the amount of net income returned as a percentage of shareholders 
equity. Return on equity measures a corporation's profitability by revealing how much profit a 
company generates with the money shareholders have invested.ROE is expressed as a 
percentage and calculated as: 
Return on Equity = Net Income/Shareholder's Equity 
To put it simply, ROE is the amount of profit generated from each dollar of shareholders’ 
equity. A return value of 1 indicates that each dollar of shareholders’ equity generates a profit 
of one dollar. 
Analysis of the ratio 
ROE is more than a measure of profit; it's a measure of efficiency. A rising ROE suggests that 
a company is increasing its ability to generate profit without needing as much capital. It also 
indicates how well a company's management is deploying the shareholders' capital. In other 
words, the higher the ROE the better. Falling ROE is usually a problem. 
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A company with consistently high ROE usually means that it can constantly generate stable 
profits, despite economic ups and downs. The company’s business model is resilient and 
possesses a competitive advantage which protects it during rough times. 
Generally, when a company has low ROE (less than 10%) for a long period, it simply means 
that the business is not very efficient in generating profit. In other words, it also tells you that 
the business is not worth investing in since the management simply can’t make very good use 
of investors’ money. 
Use of the ratio  
The ROE is useful for comparing the profitability of a company to that of other firms in the 
same industry. It illustrates how effective the company is at turning the cash put into the 
business into greater gains and growth for the company and investors. The higher the return on 
equity, the more efficient the company's operations are making use of those funds. 
Validity - Relationship between CSI and ROE 
ROE is a measure of the efficiency in achieving profitability in relation to shareholders equity. 
In the analysis of CSR, if the ROE ratio is low it indicates that management is not efficiently 
allocating shareholders’ investment into profit generating initiatives. In this case, the poor ROE 
ratio would be linked to investment into CSR activities which are not improving the financial 
performance of the company.  
 
2.2.6. Corporate Social Responsibility in Emerging Markets 
 
Literature on CSR on the emerging markets is well grounded. Much of the focus in this 
literature is on addressing the need to implement CSR in the developing countries, many of 
which are plagued by issues related to diseases, maladministration and skills deficits. In such 
a context, the immediate question becomes whether it is prudent to invest in programmes that 
could be defined as a diversion from the imperatives of financial performance. Some scholars 
hold the view that developing countries are least ready for social and environmental investment 
because their economies are not robust enough. For example, Wilson (2007) argues that CSR 
as conceptualized in the western hemisphere hardly applies to emerging markets. This is 
because not only the standards of the rich countries are too complicated, but also emerging 
market economies cannot afford to implement these standards.  
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Although CSR is as old as the concept of business itself, it is still a new concept in Africa 
(Jamali & Mirshak, 2006). In many parts of the continent, CSR is still generically perceived in 
altruistic terms rather than being a strategic objective that drives financial performance. As 
such, many emerging countries are deprived of a customized and adoptive approach to CSR 
that supports the growth agenda of developing countries (Jamali & Mirshak, 2006). Yet, given 
the conditions of rampant unemployment, poverty, and inequality, the African continent is 
more a candidate for CSR than any other region in the global South. The imperative for CSR 
practice is endorsed by Lagoarde-Segot, (2011) who analyzed market data of six developing 
countries that include South Africa came to the conclusion that markets of developing countries 
should also adopt CSR best practices and report on quantitative extra-financial information to 
shareholders and regulators. Lagoarde-Segot’s (2011) findings also point to a competitive edge 
that companies can gain from communicating their CSR commitment to their stakeholders. 
Having a good CSR record of accomplishment may enable managers to improve contacts with 
regulators and civil society (Lagoarde-Segot, 2011). These findings concur with Jamali and 
Mirshak’s report, “the improvement of living conditions is unlikely to materialize in the 
absence of active private sector participation” (Jamali & Mirshak, 2006). This participation can 
be positively channeled through CSR practice conceptualized in the three domain model of 
Schwartz and Carroll’s (2003) that states that companies can engage in economic, legal and 
ethical responsibilities, without negating the imperatives of profit maximization.  
 
The degree to which governments and business are adopting CSR in the emerging markets is 
miscalculated. There is evidence of a growing body of literature, which indicates a growing 
appetite for CSR practice among companies in the global South. Based on studies carried out 
on companies from developing countries, Jeremy Baskin (2006)discovered that social 
responsibility reporting by markets of emerging companies was way more developed than what 
public perception sought to suggest and that this reporting surpassed that in Organization for 
Economic Co-operation and Development (OECD) countries that have high income levels. 
Applying the Dow Jones Sustainability Index, as well as the Global Reporting Index (GRI) and 
ISO 14001, it was discovered that markets of developing nations had adopted CSR beyond 
international expectations (Baskin, 2006). 
 
Dawkins and Ngunjiri (2008) made an analysis of the top 90 large corporate companies listed 
on the JSE All Share Index, 90 of which were sampled from the Fortune Global 100 in 2006 
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in order to compare the local CSR reporting standards to international standards. It was 
discovered that large South African Corporates’ reporting exceeded those of companies from 
the United States of America, Japan and Germany. The measures of comparison that were used 
are level of human rights, diversity, employee wellness, community initiatives and the 
environment (Dawkins & Ngunjiri, 2008). South Africa’s positive scoring on these is a result 
of a firm legal and regulatory frame work that encourages and supports socially responsible 
business practices. According to Dawkins & Ngunjiri (2008), these findings need further 
interrogation in order to determine elements of South Africa’s CSR that can be modeled into 
international best practice.  
 
Using data from the United Nations Conference on Trade and Development (UNCTAD) 
Report, the Ethical Investment Research Services (EIRIS) did a study on how CSR was being 
practiced in developing nations. Their analysis was based on forty top entities in ten markets 
of developing countries. In line with findings from Baskin’s study, the companies chosen from 
Brazil and South Africa performed better in comparison to companies from other jurisdictions. 
According to EIRIS (2009), the fact that these companies had developed SRI indices showed 
that they hold CSR in high regard and that they understand that the current investor decisions 
and choices are driven by CSR awareness (EIRIS, 2009). 
 
2.2.7. Corporate Social Responsibility in South Africa 
 
Corporate Social Responsibility is the main driver of social development efforts in South Africa 
(Hamann et al., 2009). The need for compliance to CSR in South Africa is driven by the efforts 
to redress the practises of apartheid that excluded black people from participating in the 
economy of the country. Other means of post apartheid government’s efforts in redressing the 
imbalances of the past have included the Black Economic Empowerment (BEE) policy 
intervention (Hamann et al., 2009), aimed at facilitating black South African participation and 
ownership of businesses in the main economy.  
 
South Africa’s focus in CSR has been on philanthropic developments in education and welfare 
including health, it has increasingly come to include concepts such as corporate citizenship’, 
which place emphasis on companies’ inclusion of social and environmental awareness in their 
business mandate (Hamann et al., 2009). In order to facilitate CSR practice, government has 
spearheaded the development of market-based incentives for CSR examples of which include 
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the King Report on Corporate Governance (Hamann et al.,2009) and the JSE Securities 
Exchange Socially Responsible Investment Index (Hamann et al., 2009). This is a positive 
statutory initiative answering to the call of interested parties such as  Mngxitama & Radebe 
(2010) who have requested financial institutions to enforce CSR adherence on the funding 
given to mining companies. Operations of Mining companies have major impact on the social 
and environmental status of communities. This is a popular argument currently in South Africa. 
It is increasingly used to exert pressure on banks not to fund energy-producing companies that 
do not demonstrated an appetite to transition from coal-based and “dirty” energy to clean 
renewable. Given the hyper mobility of capital, the focus should not be on local financial 
institutions only. According to Mngxitama & Radebe (2010), there is need for the 
standardisation of the initiatives to ensure that CSR assumes a global scale. Hamann et al. 
(2009) concur that standardisation is vital for promoting greater efficiency and level the playing 
field so that companies from developing countries can compete with competitors globally. 
 
South Africa’s desire for increased CSR compliance has increased. Testimony to this is that 
companies are becoming increasingly committed to investment in effective CSR initiatives that 
will yield development returns that can be measured. For instance, the South African Social 
Investment Exchange (SASIX) was created to link donor funds with CSR projects that show 
high performance results. SASIX advances a culture of social investment where quantification 
is an integral function of the development process (Skinner & Mersham, 2008). With CSR 
implementation increasing in South Africa, focus is now on the mining sector to increase its 
compliance to CSR investments (Hamann, 2003). This is because mining companies are 
regarded as major abusers of environments and neglecters of communities where they mine. 
Unsurprisingly, business responsibility in South Africa is currently framed in terms of 
corporate citizenship status, which encompasses maximising the positive and minimising the 
negative social and environmental impacts of mining, while maintaining profits.  
 
 
2.2.5 The Stakeholder Theory & CSR 
 
The most prevalent view of the Stakeholder Theory (ST) is the so-called shareholder view spear 
headed by Friedman (1962) which states that managers should put the interests of the 
shareholders first at all times. In terms of the classical financial logic, there is no justification 
why companies should engage in activities that are inconsistent with their objectives.As 
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Friedman (1970) argued, business should only focus on profit generation and maximization for 
shareholders. He stated that social responsibility of society is the mandate of governments. 
Investment into social challenges leads to costs that negatively affect the profitability of a 
company (Friedman, 1970). The use of a company’s scarce resources in such initiatives was 
an unnecessary waste of a company’s resources (Friedman, 1970).  
 
A young intellectual, Freeman refuted Friedman’s argumentation, and refined the stakeholder 
idea, which he had encountered during the 1960s. The basic premise of the ST according to 
Freeman (1984) is that value is created, and trade is improved when company decision makers 
manage and treat all their stakeholders with similar level of respect. With a proper appraisal 
about the objectives or purpose of the business, these stakeholders can be motivated to pull in 
unison and in one direction to increase the value of the company as well as that of the society 
within which the company is located.  The relationship between the company and the 
stakeholders must be mutually beneficial to both parties (Freeman, 1984). This relationship 
needs to be nourished to maintain value creation and robust financial performance.  
 
In short, ST states that how a company performs economically must not be an assessment of 
the successful operation of a company. Harrison and Wicks (2013), advocate for the adoption 
of the stakeholder framework to measure how a company performs in totality. Several scholars 
support Freeman’s view that positive relationships between companies and their stakeholders 
have beneficial outcomes. It has been argued that the companies’ positive relationship to their 
critical stakeholders builds openness, trust, and respect.  
 
Many scholars find an unquestionable relationship between the corporate CSR initiatives 
(Brower & Mahajan, 2013) and having improved profitability (Jia & Zhang, 2013). Companies 
that are perceived to adhere good business ethics or CSR tend to attract stock market investors, 
a situation which enables them to register better market returns (Jia & Zhang, 2013). In order 
for a company’s CSR commitment to be known, there is need for an effective organizational 
communication strategy that will not only popularize its continued motivation and CSR 
commitment to its competitors, but also to its workers and other stakeholders. This is the 
formula for achievement as declared by Quinn & Dalton (2009). Their study, which analyzed 
the management approaches in Southwest airline and Ryanair airline, Bridoux & Stoelhorst 
(2014), discovered that Southwest, which championed stakeholder approach, ranked them 
highly financially, also in terms of brand management as opposed to Ryanair, which adopted a 
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cost cutting, and profit focused management approach. Bridoux and Stoelhorst (2014) report 
that Ryanair hired its employees on poor packages, and that satisfaction levels amongst 
customers were low and the stakeholders were not acknowledged accordingly. While a profit-
driven approach enabled Ryanair to increase its profitability in the immediate term, however 
in the long run, its strategy led to poor financial results and low brand recognition (Bridoux & 
Stoelhorst, 2014).  
 
The foregoing indicates that there is a business justification for a stakeholder approach to 
business management. Although a distinctive theory, which justifies a business case of the 
CSR, is yet to be developed and proved, Carroll & Shabana (2010) state that there are several 
pointers to the beneficial linkages between financial performance and some aspects of CSR in 
some individual businesses. These benefits can be summarised into four categories, namely: 
costs and risk containment; increasing competitive advantage; managing the company 
reputation and legality of business operations as well as establishing outcomes that lead to a 
win-win outputs for all stakeholders (Kurucz, Colbert & Wheeler, 2008). Elaborating on this 
view, Zadek (2000) argued that stakeholder results-focused company management tend to 
correspond to the objectives of all parties involved. This results in a synergistic value creation 
of which the benefits include an improvement of the reputation, reduction of costs, innovation 
and risk containment.  
 
However, the stakeholder theory is not without criticism. Stakeholder Theory critics argue that 
it is impractical as it is not responsive to resolving operational and strategic everyday 
challenges faced by management (Freeman et al., 2010). At the centre of the criticism is the 
identification and measure of the proposed value that is created for stakeholders (Harrison & 
Wicks, 2013). Measurable variables underpin a practical theoretical framework; however, the 
stakeholder theory does not have measurable metrics.  
 
2.3. Relationship between CSR and FP 
 
The previous sections state that the debate about the implications of CSR is an old one. Even 
so, this debate is far from abating. In particular, the debate pivots around the existence of a 
relationship between CSR and FP, and if so how to analyze or measure this relationship.  The 
interest among researchers to understand the correlation between CSR and FP has over the 
years exploded owing to an increase in the number of companies adopting CSR initiatives. This 
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interest explains why there is a huge body of literature, theoretical studies as well as empirical 
studies on the link between CSR and FP. Regardless of the existence of extensive empirical 
research as well as theoretical contributions from studies of past years there is still no solid 
declaration on the kind of relationship that exists when analyzing CSR and FP. The present 
study is motivated by the continued uncertainty of the CSR-FP relationship. The following 
discussion examines this literature on the grounds of the four documented correlations between 
CSR and FP, namely: positive relationship; negative relationship; inconsistent relationship; and 
non-significant relationship.   
 
2.3.1. Positive relationship 
 
The stakeholder theory, introduced by Freeman in 1984, argues that CSR practice promotes 
rather than compromises the company’s bottom line because it is a mechanism through which 
companies “take account of all individuals and groups with a ‘stake’ in or claim on the 
company, not just the shareholders” (Galant & Cadez, 2017). It is argued that satisfied workers 
of a company, for instance, will be more driven to work efficiently, and that customers for such 
a company will be more willing to purchase its products repeatedly and even recommend other 
people to do so. Weber (2008) highlights that the impact of the adoption of CSR by companies 
can be organised into three broad categories, namely: a positive influence on the company’s 
brand and reputation, a pull factor on recruiting top talent, employee wellness and cost 
reduction on operations. It will also lead to increased profitability from an improvement in 
sales as well as reduction of risks. Moreover, Aver and Cadez (2009) state that both stakeholder 
satisfaction and financial performance can be achieved through proper implementation and 
management of CSR activities.   
 
Numerous empirical studies second the position that there is a positive correlation between 
CSR and company financial performance (Margolis & Walsh, 2003).  Tsoutsoura (2004) also 
recorded a positive link between CSR and specific financial performance measures. Using the 
accounting based metrics; Return on Assets, Return on Equity and Return on Sales, of financial 
performance measures on companies chosen from the S&P 500 Index during the years 1996 
and 2000; Tsoutsoura (2004) identified a significant and positive link between CSR and 
financial performance. This was despite the fact that these studies used different 
methodological approaches.  In an overview of 52 individual studies, Orlitzky & Benjamin, 
2001 draw three conclusions about the CSR financial performance correlation. Firstly, they 
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declare that CSR activities are generally linked to higher or improved profitability. Secondly, 
they found that companies that experience successful economic performance tend to invest 
more in CSR initiatives. Thirdly, they discovered that CSR has a positive influence on financial 
performance mainly due to its impact on a company’s reputation with external stakeholders 
(Orlitzky & Benjamin, 2001). Wu (2006) who conducted a research on 121 studies carried out 
before year 2000 reported similar findings. 
 
In present years, numerous studies have reaffirmed the stand that a positive relationship exists 
between CSR and FP (Dhaliwal, Li, Tsang & Yang, 2011; Holmes, 2012; Palmer 2012). 
Dhaliwal et al.,2011 point out that there are long term financial benefits linked to CSR while 
Holmes (2012) argues that CSR activities can create positive relations between stakeholders 
and the company, as well as the returns on investment. Palmer (2012) explains this by stating 
that a company that practices CSR can produce financial benefits and contributes to 
improvement in profits due to having happy internal and external stakeholders. 
 
2.3.2. Negative relationship 
 
There are other studies that have found a negative correlation between CSR and FP. This 
finding aligns with the view that CSR does not benefit entities because it involves incurring 
costs that deteriorate profitability (Genedy & Sakr, 2017). This perspective is widely supported 
by several scholars. Friedman (1970) argues that socially responsible corporate action is a 
dereliction of the traditional role of business, which is profit making (Galant & Cadez, 2017). 
This is not to imply, as Galant & Cadez (2017) caution, a complete abandonment of socially 
responsible corporate action.  The point emphasised is that CSR initiatives penalize company 
profits over a longer period of implementation hence business managers do not want to invest 
in them (Ullmann, 1985; Chetty, Naidoo & Seetharam, 2015).  
 
Lopez, Garcia & Ridriguez (2007) found a high negative correlation between CSR and 
financial performance metrics that are accounting-based when they evaluated the link between 
CSR and FP in 110 European companies during the period 2002 and 2004. In this study, the 
authors used the accounting-based measure and the Dow Jones Sustainability Index (DJSI). 
Using a grouping of 297 companies in India, Tyagi et al., (2013) found negative correlation 
between CSR and FP. Tyagi, Sharma, Kumar & Vijay (2013) declared that CSR would not 
have been thought of as an important performance measure by company operations in an 
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emerging market context like that of India in comparison to advanced economies exemplified 
by Western Europe or the USA (Tyagi et al., 2013). 
 
2.3.3. Inconsistent relationship 
 
The third detected relationship is an inconsistent relationship (Okwoma, 2010). Ullmann 
(1985) proposes that with the available results on the relationship between CSR and FP, it 
might be difficult to support neither of the outcomes. For Ullmann (1985), the evidential basis 
for making a bold pronouncement on choosing between a negative or positive relationship 
between CSR and FP is far from overwhelming. Many authors have offered a number of 
explanations for the inconsistent or mixed findings (McWilliams & Siegel, 2000; Okwoma, 
2010; Surroca et al. 2010).  
 
These explanations include a weak theoretical framework for CSR; not all metrics are included 
in modern investigations (McWilliams & Siegel, 2000), no direction on causality and the non-
existence of consistent measures to evaluate CSR. Additionally, it was concluded that the 
inconsistent results were due to: (1) a change in circumstances of the relationship which may 
not have been understood at the time when the measurement was done (McWilliams & Siegel, 
2000); (2) in adequate exploration of the long-term consequences of certain decisions affecting 
stakeholder unexplored due to the fact that the CSR-FP relationship is usually measured over 
the same single year (Demacarty, 2009; Garcia-Castro, Arino & Canela, 2010). 
 
2.3.4. No or Non-significant relationship 
 
The last detected relationship is no or non-significant relationship. Studies in this relationship 
indicate that being socially responsible neither improves profitability nor deteriorates it (Galant 
& Cadez, 2017). A number of theoretically orientated studies support the possibility of a none 
existent relationship CSR and FP. For example, Ullmann (1985) points to several intervening 
variables between CSR and FP, which make it absurd to expect any relationship. Moreover, 
Ullmann (1985) contends that an analysis of the CSR-FP linkage entails an adventure into 
measuring the unknown, what he calls the intangibles. Trying to measure the intangible impact 
of CSR has several limitations. For instance, as Ullmann points out that some of the elements 
of CSR are not quantitative as funds invested on CSR programs making some of the metrics 
used confounding. Ullmann argues that stakeholder awareness of a company’s CSR 
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programmes also exerts an influence on the CSR-FP outcomes. In a situation where 
stakeholders are ignorant of CSR activities, it is unlikely that the programs will affect the 
stakeholders’ decision and attitudes towards the company. 
 
Nelling and Webb (2009) reported that there is no statistically significant relationship between 
CSR and corporate financial performance when excluding time-series effects. They argue that 
the positive correlation shown in previous literature will weaken if the research models are 
designed in more detail. Thus, they argue that CSR cannot increase corporate financial 
performance. Chetty, Naidoo, and Seetharam (2014) examined whether CSR actions may lead 
to improved financial performance in the long run, however no support was found for this 
notion.  
 
2.3.5. Relationships from panel regression analysis studies 
The Table below presents other studies that used panel regression analysis to explore the 
relationship between CSR and FP. 
 
 
 
 
 
 
 
 
 
 
Table 2.1: Similar Panel Regression Analysis Studies to measure CSR-FP link 
AUTHORS CSR MEASURE FINANCIAL 
PERFORMANCE 
FINDINGS 
Nollet, Filis and 
Mitrokostas (2016) 
Bloomberg and ESG 
disclosure scores 
 - ROA                                             
- Return on capital                            
- Stock Returns 
Neutral
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Rodriguez - Fernandez 
(2015) 
Dow Jones Sustainability 
Index Company Inclusion 
 - ROA                                             
- ROE                                              
- Tobin's Q 
Positive 
Srairi (2015) Index developed by the 
authors 
 - ROA                                             
- ROE                                                
- Tobin's Q 
Positive 
Michelon, Boesso,  & 
Kumar (2013) 
Kinder Lydenberg Domini - 
Domini 400 Social Index 
 - EBITDA                                         
- Capital expenditure 
intangibles                                       
- Company market value 
Positive 
Braga - Alves and Shastri 
(2011) 
Novo Mercado listing  - Stock returns                                 
- Tobin's Q                                    
- ROA 
Neutral
Nelling and Webb (2009) Kinder Lydenberg Domini - 
Domini 400 Social Index 
 - ROA                                                 
- Stock returns 
Neutral
Van der Laan, VvanEes 
and Van Witteloostuijn 
(2008) 
Kinder Lydenberg Domini - 
Domini 400 Social Index 
 - ROA                                              
- ROE                                                 
- EPS 
Neutral
Da Silveira and Barros 
(2007) 
Index developed by the 
authors 
 - Tobin's Q                                           
- Price to book value 
ratio 
Positive 
Zheka (2007) Index developed by authors  - Profitability Positive 
Black, Love and 
Rachinsky (2006) 
S & P Governance scores  - Tobin's Q Neutral 
Klapper and Love (2004) 
CLSA Corporate governance 
rankings 
 - ROA                                              
- Tobin's Q Positive 
The table above shows that from previous studies, there we 6 positive findings compared to 5 
neutral findings out of 11 studies. It must be highlighted that the majority of positive findings 
were reported in recent studies. The reasons for this positive relationship are varied in the 
literature. Kim, Park & Lee, (2018) state that even though CSR initiatives might be an expense 
to companies, the benefits to companies may be higher that the costs when companies benefit 
from improved employee morale that leads to increased productivity.  Ding, Ferreira and 
Wongchoti (2016) also discovered a positive link between CSR and revenue in the current and 
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past years. Additionally, Geetika (2017) recently established a correlation in the banking sector 
between CSR and FP. Subsequently, Mir & Shah (2018) also discovered positive connection 
between CSI and long-term investment. Results of this study were being compared to these 
outcomes. 
 
2.4. Summary 
 
The chapter has outlined the origins of the concept of CSR and the methods by which it is being 
explained in the existing body of knowledge. It argued that CSR is as old as the tradition of 
business itself but that its modern notion originated in the 1950s. Form that time, there has been 
an acceptance of the significance of CSR. This awareness has been received with a respondent 
demand levelled on companies by their stakeholders for greater transparency on CSR activities 
that focus on society and the environment.  
 
Information on CSR has grown tremendously and so have the enunciations on how it can be 
measured and reported on. In post-apartheid South Africa, CSR has been spoken of in relation 
to monitoring the practices of mining companies.  In turn, the mining companies have also 
enthusiastically engaged in and reported on their social responsibility activities in order to 
mitigate the negative views that have tainted the industry.  The companies embarked on a drive 
to seriously reduce the environmental challenges that previously dominated mining activities, 
and this drive has become an important notion in corporate governance. Indeed, South Africa 
has established a positive record of accomplishment regarding social responsibility, largely 
thanks to its widespread BEE policies. This record of accomplishment has been bolstered by 
the leading role that the country has played in the development of such initiatives as the King 
Reports and the FTSE/JSE SRI Index. 
 
This chapter has also shown that there is extensive research that has been conducted to 
understand the connections between CSR and FP. Yet, no agreement has been established to 
confirm the sole status of this relationship. Some authors have found a positive CSR-FP link; 
others have produced mixed findings, while others have discovered no link between CSR and 
FP. Much of the challenge relates to the utilisation of different measuring approaches and the 
different ways in which different authors define CSR.  This chapter has also shown that greater 
disagreement does not only relate to the definition of CSR.  
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This chapter has pointed out that there is no consensus on the type of method to be used in 
measuring FP. The fact that a total of 80 varying measures of FP have been used to investigate 
the CSR-FP correlation is a testament to this lack of consensus.  There are several generic 
measures of financial performance measures, namely: company size, ROA, ROE, return on 
sales, debt and asset age. Using these measures, most researchers have discovered a positive 
relationship between CSR-FP in the past years; others found a negative correlation, while 
others are undecided as a result of several discrepancies, including design of the study and 
chances of bias, acknowledged in the studies conducted and questions relating to the validity 
and reliability of the CSR and FP measures used. On this note, more investigations are required 
to comprehend the link between CSR and company FP.  
 
The present study is a response to this identified need.  This study emphasises the need to pay 
attention to the sample size and varying measurement metrics and methods when deducing 
outcomes from the findings on the CSR-FP linkage.  
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CHAPTER 3 – RESEARCH METHODOLOGY 
 
Introduction 
The study aimed to establish the nature of the impact on financial performance of South African 
companies listed on the JSE SRI Index by investing on corporate social responsibility 
initiatives. Two hypotheses were tested; the return on assets ratio (ROA) increases with 
investment into corporate social responsibility (CSR) and the return on equity ratio (ROE) 
increases with investment into corporate social responsibility (CSR). Increases in ROA and 
ROE ratios as a result of investment into CSR activities means that CSR has a positive impact 
on the financial performance of the company. Negative ratios of ROA and ROE imply that 
there investing on CSR has a negative impact on a company’s financial performance. 
 
A positivism paradigm was adopted for the study. Under objectivism epistemology, the 
paradigm is defined in quantitative research as the application of natural science methods to 
discover the study of social science (Crotty, 1998). This is because of one of the attributes of 
the positivism paradigm, which seeks understanding of phenomena in reality through 
measurement that provides evidence (Hammersley, 2013). Through the empirical tests 
conducted by positivists, the insights provided by the positivism paradigm possess significant 
standards of reliability and validity (Creswell, 2007) and at the same time the findings may be 
applied to a large portion of population (Johnson & Onwuegbuzie, 2004). By the use of Survey 
Research and using correct methods of sampling and statistical treatments of data, it is believed 
that the quantitative outcomes will assist to give a well-balanced response to any research 
questions (Cohen, Manion & Morrison, 2011). 
 
3.1 Research Design 
 
Research design is defined by several scholars as a blue print, a “systematic plan”, a 
“conceptual structure”, or “a strategic framework for action”, which includes how the entire 
study unfolded encompassing the process of formulating questions, collecting and interpreting 
data (Babbie & Mouton, 2014). A research design needs to be distinguished from a research 
methodology in that, by way of an analogy, the former can be considered a house plan, while 
the latter can be considered the materials used for building the house. Taking this analogy 
further, research methodologies, just like in building involve the deployment of specific tools 
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from data collection to data collection. While the former is focused on the result, the type of 
study that is planned and the expected results, the latter focuses on the process of research, 
which includes methods of data collection. 
 
This study mainly used a quantitative research. Quantitative research is a blanket term that 
includes varied ways of answering research questions, which involve the collection and 
analysis of statistical data. By using quantitative research, past and present researchers have 
been able to use mathematical measures to study the types of relationships that exist between 
CSR and FP. In quantitative methods the precision with which key variables of interest are 
defined and collected and the sample size is determined, influences the degree of validity and 
reliability. 
 
Cooper and Schindler (2001) suggest that a research design is a map of fulfilling research 
objectives and providing answers to research questions. Similarly, research design can be said 
to be a systematic guide of how research is to be carried out from data collection to data 
analysis. A research design can also be said to be a strategy of design (Denzin & Lincoln, 
2011), which is a type of inquiry that gives specific direction as to the type of procedures to be 
used in conducting a research. 
 
Leedy & Ormrod (2010) state that a quantitative research method is used to provide answers 
on the nature of relationships within measurable variables to explain and make a prediction on 
a phenomenon. In this study, quantitative research was used to establish the kind of 
relationships that exist between CSR and FP by collecting and analysing data from the 
company financial statements, annually published reports and sustainability reports.  
 
3.2.Research Instrument 
 
The Panel Regression analysis was chosen as the statistical analysis tool to be used to measure 
and establish the nature of the relationship between CSR and FP. Earlier researchers who 
embarked on a similar research also used the same statistical method (Garcia-Castro et 
al,2010;Mutezo, 2011). This method presents the following benefits: firstly, the issue of 
heterogeneity is accounted for. Secondly, it enables researchers to conduct studies susceptible 
to the dynamics of change. Thirdly, the aggregation of data minimises bias and is suitable for 
studying complicated models of behaviour. These benefits imply that the heterogeneity of 
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individual company, changes in the operating environment of a company and company specific 
heterogeneity are controlled. Also in order to guarantee a balanced panel, for every variable 
there is a similar number of time observations.  
 
In using panel regression analysis, the primary variables or dependent variables are ROA and 
ROE which represent measures of FP. On the other hand CSI was chosen as the independent 
variable. To this effect, the panel regression analysis was used to establish the relationship 
between CSR, ROA and ROE. In order to make an estimation of the basic regression model, 
the EViews 8 software package was be used. 
 
Proposed regression model: 
Yit= ɑ + it + it   (Asteriou& Hall, 2007) 
 Where t= 1…4      and i= 1…120 
Yit = dependant variable i.e. ROA or ROE 
it= independent variables i.e. CSI 
 and ɑ are the coefficients of regression and itis the error term 
 
3.3.Population and Sampling Design 
 
3.3.1. Population 
A population is a defined set of elements, events, companies, people, group of things or 
households, which are being, investigated (Cooper & Schindler, 2008). It can be stated that a 
population is what makes up a unit of study. The unit of study or population for the research 
consists of the top 40 companies that have been listed consecutively on the JSE/SRI index over 
a 5-year period, from 2013 to 2017. It must be stated that the average number of companies 
listed on the FTSE/JSE SRI Index over the 5-year period is 79, but only the top 40 were 
selected. 
 
3.3.2. Sampling Design 
The selected companies are listed on the FTSE/JSE SRI Index. As the study is over a 5 year 
period, 2013 to 2017, for companies to be eligible they must have publicly reported on CSI 
spends over the consecutive years of the stated period. The main objective of this is to prevent 
unbalanced variances in the data analysis. This sampling design strategy is in line with 
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strategies used in similar studies previously. These studies were conducted by Peters & Mullen 
(2007), Mittal et al., (2008) and Oeyono et. Al, (2011). 
 
3.3.2.1. Sampling Frame 
 
Mugenda and Mugenda (2003), state that a sample frame is a list of elements in a population 
that can be sampled. Using the sample design described previously, the 40 companies were 
identified as the same frame. These are entities listed on the FTSE/JSE SRI index, which have 
reported on their CSR spends for the past five years from 2013 to 2017 consistently year-on-
year. These companies are listed in below. 
Table 1.2: South African companies listed on JSE SRI Index 
 
COMPANY 
 
1 AECI 21 Mediclinic International 
2 African Rainbow Minerals 22 Mondi Ltd 
3 Anglo American 23 MTN Group 
4 Anglo American Platinum 24 Nampak 
5 Aspen Pharmacare Holdings 25 Nedbank Group 
6 Barclays Africa Group 26 Netcare Ltd. 
7 Barloworld 27 Old Mutual 
8 BHP Billiton 28 Pick N Pay Stores 
9 British American Tobacco 29 PPC Limited 
10 Discovery 30 Remgro 
11 Exxaro Resources 31 Reunert 
12 FirstRand 32 Sanlam 
13 Growthpoint Properties 33 Santam 
14 Impala Platinum Holdings 34 Sappi 
15 Imperial Holdings 35 Sasol 
16 Investec 36 Standard Bank Group 
17 JSE Limited 37 TongaatHulett 
18 Kumba Iron Ore 38 Truworths International 
19 Liberty Holdings 39 Vodacom Group 
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3.3.2.2.Sampling Technique 
 
Saunders, Lewis and Thornhill (2007) state that a sample technique is a specific way of 
choosing a specific sample within a population with the purpose of reducing population size. 
This study used purposive sampling, which is a sampling technique that involves selection of 
definite units based on specific characteristics instead of random ones (Tashakkori & Teddlie, 
2003). The knowledge of the researcher on the research may provide direction or guidance on 
which specific cases to sample. For this study, the selected 40 companies had to meet the 
following criteria: to have been listed on the FTSE/JSE SRI Index during the years 2013 to 
2017, to have consistently spent on CSR from year to year, and to have disclosed the 
information on their annual and sustainability reports for the5 year period. At the same time, 
these companies also published their company financial statements over the same period from 
2013 to 2017. 
 
3.3.2.3.Sample Size 
 
A non-probability purposive homogenous sampling technique was used. This technique allows 
the researcher to select participants that meet a certain criteria that fulfils the objectives of the 
research (Taherdoost, 2016). The participants in the sample must have a particular similar 
characteristic or trait for them to be selected. 
The criteria that the participants had to meet in order to be included in the sample are the 
following: 
 Be listed on the JSE SRI Index  
 Listing on the JSE SRI Index for a period of 5 years 
 Be listed on the JSE SRI Index from 2013 to 2017 
 Available financial performance data: ROA and ROE ratios 
 Declared CSI spends to the public over the 5 year period 
Sampling involved the analysis of the average of 76 companies that were listed on the JSE SRI 
Index over the 5 year period from 2013 to 2017. Then an analysis was made to remove the 
companies that did not list on the JSE SRI Index for each year over the 5 year period. Lastly, 
20 Massmart Holdings 40 Woolworths Holdings 
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available financial performance data on both the ROA and ROE ratios per company was used 
to screen the remaining participants.  
Information on CSI spends was obtained from print and online publications in the form of 
financial statements and sustainability reports. Companies that did not declare their CSI spends 
to the public consecutively from 2013 to 2017 were excluded from the sample. At the end a 
total sample of 40 JSE SRI Index listed participants was obtained. It is this list that used for the 
study. 
  
3.4.Data Collection Method 
 
The study has two types of secondary data, which were collected: CSR spend data and company 
financial performance data. The CSR spends data for each company was extracted from the 
sustainability and annual reports of the selected organisations. These reports were accessed 
from the company websites where the reports are published. The CSR spend figure had to be 
in Rands, and in instances where the reporting currency was not in Rands, the official exchange 
rate for currencies at the time of reporting were used for conversion.  
 
Secondary data that contains financial performance of sample companies was sourced from a 
database called INET Bureau of Financial Analysis, which has the required financial ratios. 
The database, which provides the financial information on the companies listed on the JSE SRI 
Index in South Africa, was accessed with the authorization of the University of Johannesburg 
library. It is available to academic and financial institutions through a subscription service. The 
information on the database is historical as well as real-time up to date based on verified 
published information. Financial ratios of ROA and ROE are amongst the data that can be 
extracted from the database. The information can easily be imported to excel where it can be 
easily analysed. 
 
3.5. Data Analysis 
 
There are two types of data analysis methods; these are descriptive statistics analysis methods 
and inferential statistics analysis methods. Descriptive analysis is the first level of analysis. It 
assists researchers to identify absolute figures or numbers, identify patterns and to make a 
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summary of variables. Examples of descriptive statics are the mean, median, mode, percentage, 
frequency and range. 
 
Inferential statistics is a more complex type of data analysis method that identifies the 
relationships that exist among numerous variables in order to derive results and produce 
predictions. Examples of this type of data analysis methods are analysis of variables, 
correlation and regression.  
 
Under correlation the relationship between 2 variables is described. In analysis of variance, 
there is an evaluation or testing of the degree to which two or more groups vary. For this study 
regression was chosen since it gives a prediction on the nature of the link between two 
variables. 
 
3.6.Validity and Reliability 
3.6.1. Validity 
Quantitative research deals with the triad of validity, reliability and generalisability. Stiles 
(1993) argue that “validity concerns whether an interpretation is internally consistent, useful, 
robust, generalizable, or fruitful”. There are categories of validity, namely: internal and 
external validity. Internal validity is a measure of the extent to which variations in a dependent 
variable can be linked to manage variation of an independent variable (Guba & Lincoln, 1989). 
The assessment of a ‘true value’ of a study is achieved through the measurement of internal 
validity by getting an indication on the state of things and how they work. It is answered by 
asking the question, “How can the findings of a particular inquiry be established with 
confidence?” The threats to internal validity are listed by Guba & Lincoln (1989) and include 
statistical regressions, testing and measurements, experimental life spans, accessible history, 
maturation and instrumentation. These scholars go on to say that, externally validity is the 
approximate validity with which we can infer that the presumed causal relationship can be 
generalized to and across alternate measures of the cause and effect and across different types 
of persons, settings and times (Guba & Lincoln, 1989). According to Creswell (2007), validity 
is achieved by ensuring the accuracy of the findings by strictly observing specific procedures. 
In order to ensure validity in this study, the panel unit root test at First difference was used to 
ascertain the results obtained from the panel root test at Level. The Hausman test was also used 
to test for variations in errors across the data. On top of this, other tests were used, including 
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the Hadri test, to determine which method between the fixed effects and random effect test 
should be appropriate. Briefly, the study has a test to determine the validity of results obtained 
from each method used.  
3.6.2. Reliability 
Reliability, from a positivist point of view, answers to questions of consistency in a study 
(Lincoln & Guba,1985). It measures consistency, precision, repeatability, and trustworthiness 
of a research (Chakrabartty, 2013). Of importance is the consistency in the tools of 
measurement and also on the variables being tested or measured. 
  
With regards to this study, there are numerous studies that have been conducted in the past 
decades that have used the panel regression analysis techniques in order to conduct research on 
the research between CSR and FP of companies. A record of these studies is captured in 
Chapter 2 of the research in Table 1 that shows previous studies that used panel regression 
analysis. The common variables that have been used as a measure of financial performance 
have been ROA and ROE. Of the studies conducted the researchers have used the social 
responsibility or sustainability indexes of the respective countries where the research was 
conducted. So as to accommodate the lag on impact on financial performance of companies 
from CSR initiatives, the majority of studies have been done over a minimum study period of 
a year. These characteristics of the past studies are also in this study which instils reliability on 
the outcome of the research.  
 
3.7.Limitations 
Calculating the relationship between CSR and FP poses numerous challenges due to the 
multiplicity of variables and factors that may be at play in the equation. The difficulty of 
isolating the exact reasons for a positive or negative correlation also presents a major limitation 
in this study. Other possible limitations include the relatively small size of the sample, 40 
companies, and the short period of time under consideration, 2013 to 2017.  
 
3.8.Ethical Considerations 
 
Ethical considerations were adhered to in conducting this study. The data used information 
made available on public platforms. Additionally, the study can be replicated by any researcher 
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with the requisite expertise. Moreover, in the data gathering, analysis and results processes, no 
issues of an ethical nature were foreseen or observed. Additionally, the research proposal of 
this study was submitted for review to the College of Business and Economics at the University 
of Johannesburg, and ethical clearance was issued. The ethical clearance code from the 
department of business management ethics committee of the University of Johannesburg is 
2019BM44. 
 
Overall, the research met the requirements of the Professional Code of Ethics of the Faculty 
which are; 
 The right to privacy, confidentiality and anonymity 
 The right to equality, justice, human dignity/life and protection against harm 
 The right to freedom of choice, expression and access to information 
 Right of the community and science community 
 The researcher will not experience any harm in conducting the research 
 Informed consent/letters of request 
The above ethical principles are contained in the Ethical Clearance Report titled CBEREC and 
SUBCOMMITTEES 2017. 
 
3.9.Summary 
 
The data on the top 40 companies listed on the FTSE/JSE SRI Index, consecutively over a five-
year period 2013 to 2017 wasused to perform a panel regression analysis in order to determine 
the relationship between CSR and FP. In the tests performed, CSR was the independent 
variable and the two FP measures, ROA and ROE were the dependent variables.  Data on CSI 
spends, annual financial and sustainability reports was used for data analysis. 
 
Similar studies that used panel regression analysis reported varying results. However, 
limitations to this study emanate from the relatively small sample size of 40 companies and the 
study period, 2013 to 2017. It is difficult to ascertain whether the CSI spends and other amounts 
reported in the data represent the full amounts spent on CSI by the companies. 
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CHAPTER 4: DATA ANALYSIS AND RESULTS 
 
Introduction 
In this chapter, the results of the panel data analysis was conducted to investigate the 
relationship between CSI and FP in the top 40 companies listed consecutively on the FTSE/JSE 
SRI Index for 5 years between from 2013 to 2017. The study used the Levin, Lin, & Chu, the 
ADF-Fisher Chi-square, the PP-Fisher Chi-square, and Hadri methods and the ROA, ROE, and 
CSI Spend variables. The Chapter begins with an analysis of the data using the ROA variable.  
4.1. Panel Unit Root Tests At level 
 
Table 4.1: Panel Unit Root Test - At Level 
Variables 
Method 
Levin, Lin & 
Chu t* 
Im, Perasan 
and Shin W-
stat 
ADF - 
Fischer Chi-
square 
PP-Fischer 
Chi-square 
ROA 
Statistic -6.74341 -1.73297 84.9857 95.4898 
p-value 0.0000 0.0416 0.3304 0.114 
ROE 
Statistic -301.908 -26.0764 89.1135 93.2133 
p-value 0.0000 0.0000 0.2275 0.1482 
CSI 
Statistic -11.4785 -0.76257 80.2012 110.611 
p-value 0.0000 0.2229 0.4726 0.0133 
Cross-Sections 40 40 40 40 
 
4.1.1. Return on Assets Unit Root Tests (At Level) 
 
This analysis incorporates the panel unit root test model to account for the stationarity of the 
ROA financial information of 40 companies in the sample. At first, the test is run assuming 
that ROA data must have a unit root. 
The outcome of the panel unit root test at Level in Table 4.1 above shows that, for the Levin, 
Lin, & Chu t* method, the p-value is <0.05, indicating that the Null hypothesis can be rejected, 
as it assumed the existence of a unit root. To this effect, the alternative hypothesis, which stated 
that ROA data is stationary, is accepted. 
For the Im, Pesaran and Shin W-Stat method, the p –value is 0.0416 which is<0.05, meaning 
that there is rejection of the Null hypothesis, as it assumed that there is a unit root. 
Consequently, the alternative hypothesis is accepted: the ROA data is stationary.      
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For the ADF-Fisher Chi-square method, the p -value is>0.05 leading to the rejection of the Null 
hypothesis, which stated that a unit root is present. Hence, the alternative hypothesis is 
accepted: the ROA data is non-stationary.      
For the PP-Fisher Chi-square method, the p-value is also >0.05 meaning that the Null 
hypothesis, which states that there is a unit root, cannot be rejected. As a result, the alternative 
hypothesis is accepted: the ROA data is non-stationary. 
In principle, the results to be considered to determine the stationarity or non-stationarity of the 
ROA data should be those from the majority of methods. However, 50% of the methods show 
that the data is stationary and the other 50% non-stationary. These results are inconclusive. 
4.1.2. Return On Equity-Unit Root Tests (At Level) 
 
The next test intended to determine whether, in terms of ROE, there is a unit root or if the data 
across the 40 companies under consideration is stationary. This would assist in determining 
whether there is a correlation between ROE and CSI in the data at Level.  
The outcome of the ROE unit root test at Level in Table 3 above shows that, for the Levin, Lin, 
& Chu t* method, the p-value is <0.05,  which indicates the Null hypothesis can be rejected, 
as it assumed that there is a unit root. As a result, the alternative hypothesis is accepted: the 
ROE data are stationary.      
For the Im, Pesaran and Shin W-Stat method, the p-value is also <0.05, meaning that the Null 
hypothesis can be rejected, as it stated that there is a unit root. Hence, the alternative hypothesis 
is accepted: the ROE data is stationary.      
For the ADF-Fisher Chi-square method, the p-value is also >0.05 meaning that the Null 
hypothesis cannot be rejected, as it stated that there is a unit root. Hence, the alternative 
hypothesis is accepted: the ROE data is non-stationary.      
For the PP-Fisher Chi-square method, the p-value is also >0.05 meaning that the Null 
hypothesis, which stated that there is a unit root, cannot be rejected. As a result, the alternative 
hypothesis is accepted: the ROE data is non-stationary.  
In principle, the results to be considered to determine the stationarity or non-stationarity of the 
ROE data should be those from the majority of methods. However, 50% of the methods show 
that the data is stationary and the other 50% non-stationary. These results are inconclusive.  
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4.1.3 CSI Spends-Unit Root Tests (At Level) 
 
Having established that the dependent variables, ROA and ROE and the data across the 40 
companies is stationary and that a correlation exists with the independent variable CSI, the 
study proceeded to test the CSI Spends data on whether it is stationary across the board. The 
model above in Table 3 sought to determine whether, in terms of CSI, there is a unit root or to 
test whether the data across the 40 companies under consideration is stationary at Level.  
The outcome of the panel unit root test at Level in Table 3 above show that, for the Levin, Lin, 
& Chu t* method, the p-value is <0.05, which means that the Null hypothesis can be rejected 
since it states that there is a unit root. Hence, the alternative hypothesis, which states that CSI 
data is stationary, is accepted.      
For the Im, Pesaran and Shin W-Stat method, the p-value is also >0.05, which means the Null 
hypothesis cannot be rejected, since it stated that there is a unit root. This means the alternative 
hypothesis is accepted, as the CSI data is non-stationary.      
For the ADF-Fisher Chi-square method, the p-value is also >0.05, which means the Null 
hypothesis cannot be rejected since it states that there is a unit root. Hence, the acceptance of 
the alternative hypothesis which states that the CSI data is non-stationary.      
On the other hand with the PP-Fisher Chi-square method, the p-value is also <0.05, which 
indicates that the Null hypothesis can be rejected, as it assumes that there is a unit root. Hence, 
the alternate hypothesis that states that CSI data is stationary is accepted. 
In principle, the results to be considered to determine the stationarity or non-stationarity of the 
CSI data should be those from the majority of methods. However, 50% of the methods show 
that the data is stationary and the other 50% non-stationary.  
To test the results from the Panel Unit Root Test At Level the Hadri Test was run. The Hadri 
test was run for ROA, ROE and CSI. The results of the analysis are below. 
 
4.2. Stationarity Test At Level 
 
Table 2.2: Stationarity Test - At Level 
Variables Method - Hadri Z-stat 
ROA Statistic 6.67757 
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p-value 0.0000 
ROE 
Statistic 7.60692 
p-value 0.0000 
CSI 
Statistic 10.4478 
p-value 0.0000 
 
The null hypothesis for the Hadri test was necessary to determine whether there is any 
correlation between errors before interpreting results. 
4.2.1.ROA Hadri Test (At Level) 
 
There is a rejection of the null hypothesis as Table 4.2 shows a p-value of 0.0000. This means 
there is a possible conclusion that there is no correlation.  The tests should be run at First 
Difference Level. 
4.2.2.ROEHadri Test (At Level) 
 
Table four above shows a p-value of 0.0000, which leads to the rejection of the null hypothesis 
and the conclusion that no correlation exists in the data from the top 40 companies under 
consideration. 
4.2.3CSI Spends Hadri Test (At Level) 
 
The test gives a p-value of 0.0000 indicating the possible rejection of the null hypothesis. 
Hence, it can be concluded that no correlation exists between errors. This means that the CSI 
Spends across the data from the 40 company are correlated. 
 
4.3. Panel Unit Root Tests – At First Difference 
 
The next test intended to determine whether there is a unit root or if the data across the 40 
companies under consideration is stationary. This would assist in determining whether there is 
a correlation between dependent variables (ROA & ROE) and the independent variable, CSI, 
in the data at First Difference. 
Table 4.3: Panel Unit Root Test - At First Difference 
Variables Method 
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Levin, Lin 
& Chu t* 
Im, Perasan and 
Shin W-stat PP-Fischer Chi-square 
ROA 
Statistic -22.8601 118.957 132.41 
p-value 0.0000 0.0031 0.0002 
ROE 
Statistic -79.5218 146.355 0.0000 
p-value 0.0000 0.0000 0.0000 
CSI 
Statistic -49.115 125.333 139.7333 
p-value 0.0000 0.0005 0.0000 
Cross-Sections 40 40 40 
 
4.3.1 ROA Unit Root Tests At First Difference 
 
The results of the panel unit root test conducted at First Difference in Table 4.3 above show 
that, for the Levin, Lin, & Chu t* method, the p-value is <0.05, which means that there is 
rejection of the Null hypothesis which assumed that there is a unit root.  This leads to the 
acceptance of the alternative hypothesis which state that ROA data is stationary.      
For the ADF-Fisher Chi-square method, the p-value is <0.05, meaning that the Null hypothesis, 
which states that there is a unit root, can then be rejected. As a result, the alternative hypothesis 
is accepted: the ROA data is stationary.    
For the PP-Fisher Chi-square method, the p-value is <0.05, meaning that the Null hypothesis, 
which states that there is a unit root, can then be rejected. As a result, the alternative hypothesis 
is accepted: the ROA data is stationary.   
4.3.2 ROE Unit Root Tests At First Difference 
The next test intended to determine whether, in terms of ROE, there is a unit root or if the data 
across the 40 companies under consideration is stationary. This would assist in determining 
whether there is a correlation between ROE and CSI in the data at First Difference.  
The results of the ROE unit root test at First Difference in Table 5 above show that, for the 
Levin, Lin, & Chu t* method, the p-value is <0.05, this means the Null hypothesis can be 
rejected as it assumes that there is a unit root. Hence, the alternative hypothesis is accepted: the 
ROE data is stationary.      
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For the ADF-Fisher Chi-square method, the p-value is <0.05, this means the Null hypothesis 
can be rejected since it states that there is a unit root. Consequently, the alternative hypothesis 
is accepted: the ROE data is stationary.    
For the PP-Fisher Chi-square method, the p-value is <0.05, this means the Null hypothesis can 
be rejected as it states that there is a unit root. Hence, the alternative hypothesis is accepted: 
the ROE data is stationary. In conclusion, it can be stated that in terms of ROE, there is a 
correlation between ROE and CSI.  
4.3.3. CSI Spends-Unit Root Tests - At First Difference 
The next model run the same test to determine whether, in terms of ROE, there was a unit root 
or if the data across the 40 companies under consideration was stationary at First Difference.  
The results of the panel unit root test at First Difference in Table 5 above show that, for the 
Levin, Lin, & Chu t* method, the p-value is <0.05, which means that the Null hypothesis can 
be rejected since it assumes that there is a unit root. Hence, the alternative hypothesis is 
accepted: the CSI data is stationary.      
For the ADF-Fisher Chi-square method, the p-value is <0.05, meaning the Null hypothesis can 
be rejected as it states that there is a unit root. Hence, the alternative hypothesis is accepted: 
the CSI data is stationary.    
For the PP-Fisher Chi-square method, the p-value is <0.05, which means the Null hypothesis 
can be rejected as it assumes a unit root exists. As a result, the alternative hypothesis is 
accepted: the CSI data is stationary.   
To test the results from the Panel Unit Root Test At First Difference the Hadri Test was run. 
The Hadri test was run for ROA, ROE and CSI. The results follow. 
 
4.4. Stationarity Tests - At First Difference 
 
Table 4.4: Stationarity Test - At First Difference 
Variables Method - Hadri Z-stat 
ROA 
Statistic 4.39022 
p-value 0.0000 
ROE 
Statistic 6.1993 
p-value 0.0000 
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CSI 
Statistic 5.88835 
p-value 0.0000 
 
The null hypothesis for the Hadri test was necessary to determine whether there is any 
correlation between errors before interpreting results. 
4.4.1. ROA Hadri Test (At First Difference) 
 
The test produced a p-value of 0.0000, which means that the null hypothesis can be rejected 
indicating that there is no correlation. The results of the Panel Unit Root test at First Difference 
for all the methods show that the ROA data is stationary. Therefore, there is a correlation 
between ROA and CSI across the data from the 40 companies in the sample. It is determined 
further in the Chapter whether the relationship is positive or negative.  
4.4.2.ROE Hadri Test (At First Difference) 
 
The stationarity test at first difference shows a p-value of 0.0000, which means that the null 
hypothesis can be rejected and it can be concluded that there is no correlation between the 
errors; as a result, there is a correlation between ROE and CSI across the data. 
The results of the panel unit root test at First Difference in Table 6 above show that, for the 
Levin, Lin, & Chu t* method, the p-value is <0.05, meaning that the Null hypothesis, which 
states that there is a unit root, can then be rejected. As a result, the alternative hypothesis is 
accepted: the ROA data is stationary.      
For the ADF-Fisher Chi-square method, the p-value is <0.05, meaning that the Null hypothesis, 
which states that there is a unit root, can then be rejected. As a result, the alternative hypothesis 
is accepted: the ROA data is stationary.    
For the PP-Fisher Chi-square method, the p-value is <0.05, meaning that the Null hypothesis, 
which states that there is a unit root, can then be rejected. As a result, the alternative hypothesis 
is accepted: the ROA data is stationary.  To test the above results, the Hadri test was run. 
4.4.3.CSI Spends Hadri Test (At First Difference) 
 
The null hypothesis can be rejected since the p-value is 0.0000 and it can be concluded that 
there is no correlation between errors. This means that the CSI Spends across the data from the 
40 company are correlated.      
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4.5. Cross Section Random Test 
 
The previous models having proven that there exist correlations between CSI, and respectively 
ROA and ROE it is necessary to carry out further tests to determine whether each correlation 
is either positive, negative, or inconclusive.   
4.5.1. Correlated Fixed or Random Effects 
 
It is important to determine whether there is any correlation between the errors before 
interpreting the results. The null hypothesis for the Hausman Test indicates that errors are 
correlated. The p-value in Table 7 below is >0.05, which means there is no rejection of the null 
hypothesis and it can be concluded that a correlation exists.  
Table 4.5 : Fixed or Random Effects - Hausman Test 
Test Summary Chi-Sq. Statistic  p-value 
Cross-section random 0.828782  0.8426 
 
The fixed effects is not appropriate and the random effect is appropriate, since the sample is 
over a relatively short period of time of five years and covers a large cross-section.  The final 
model is thus the one in Table 4.6 below.  
4.5.2. Cross-Section Random Effects Tests 
 
The following model sought to determine whether each correlation is either positive, negative, 
or inconclusive.   
Table 4.6. a: Cross Section Random Effects Tests - ROA 
Variable  Coefficient  p-value   
CSI  -0.002  0.253 
Constant  8.891  0.000 
R-squared 0.0001    
The final model, the random effects model, shows that CSI (-0.002) is negative which implies 
a negative and none significant relationship between CSI Spend and ROA. 
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Table 4.6. b: Cross Section Random Effects Tests - ROE 
Variable  Coefficient  p-value   
CSI  -0.004  0.217 
Constant  15.761  0.000 
R-squared 0.0021    
The random effects model shows that CSI (-0.004) is also negative implying that there is a 
negative and none significant relationship between CSI Spends and ROE. 
The results of Table 4.6. a and Table 4.6. b are discussed later in the chapter. 
  
4.6. Summary 
The panel regression analysis was conducted by running the panel unit test analysis at Level, 
followed by the panel unit root analysis at First Difference, to verify the results of the former. 
This panel regression analysis was run respectively of the two dependent variables, ROA and 
ROE to determine whether there was a unit root or stationarity in the data on the 40 top 
companies.  For each dependent variable, a Hadri test was run to assess the validity of the 
results. The respective stationarity test of the two dependent variables; ROA and ROE yielded 
and confirmed the same results.  
Subsequently, a cross-section random effects test was run between dependent variables, ROA 
and ROE, and CSI, the independent variable. The results showed that the relationships of ROA 
and ROE with CSI spend are negative. The observed results indicate that Corporate Social 
Investment or Corporate Social Responsibility has no impact on the financial performance of 
a company or organization.    
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CHAPTER 5: DISCUSSION OF RESULTS, CONCLUSION AND 
RECOMMENDATIONS 
Introduction 
This Chapter provides a discussion of the results observed in Chapter 4 for the data analysis 
and results. It discusses the respective relationships between CSI, the independent variable, and 
each of the FP measures, used as dependent variable.  It also offers conclusions and 
recommendations based on the study for further research. 
5.2. Discussion of Results 
The final model, the random effects model, shows that CSI (-0.002) is negative against ROA 
and also negative CSI (-0.004) against ROE. This implies that there is a negative and none 
significant relationship when ROA and ROE are tested against CSI-Spends.  
5.2.1. The Relationship between ROA and CSI 
The results from the random effects model test indicate that CSI (-0.002) is negative, which 
highlights that the relationship between CSI and ROA is negative. This is in contrast to a 
number of other studies that reported that there is a positive relationship between CSI and ROA 
(Garcia-Castro et al., 2010; Mutezo, 2011; Nelling & Webb, 2008; Peters & Mullen, 2007; 
Okwoma, 2010; Orlitzky et al., 2003; Tsoutsoura 2004). Nevertheless, there are other studies 
that have established that between CSI and FP exists a negative relationship, as is the case in 
this study, particularly from the point of view of ROA. This finding aligns with the perspective 
that social responsibility is not beneficial to companies because it involves incurring costs that 
deteriorate profitability (Genedy & Sakr, 2017). This perspective is widely supported by 
several scholars, namely Galant & Cadez (2017), Ullmann (1985), and Chetty et al., (2015). 
Other studies that reported these negative relationships were conducted by Lopez & Rodriguez 
(2007) and Tyagi et al., (2013).  
Furthermore, the majority of studies on the topic reported that there is no relationship at all 
between CSI and FP, namely Galant & Cadez (2017), who points out that being socially 
responsible neither, improves profitability nor deteriorate it. Ullmann (1985) also raises the 
issue of the plurality of intervening variables between CSR and financial performance, which 
make it absurd; his author puts it, to expect any relationship. Ullmann (1985) further contends, 
an analysis of the CSR-FP linkage entails an adventure into measuring the unknown, what he 
calls the intangibles.  
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Trying to measure the intangible impact of CSR presents several limitations. For instance, 
Ullmann points out that some of the elements of CSR are not quantitative, as the money used 
on CSR initiatives making some of the measures confounding. Ullmann argues that stakeholder 
awareness of a company’s CSR programmes also exerts an influence on the CSR-FP outcomes. 
In a context where the stakeholders have no knowledge of a company’s CSR programs, it is 
unlikely that the programs will affect the stakeholders’ decision and attitudes towards the 
company. 
Other studies, which found no relationship between the stated variables, were reported by 
Aupperle, Carroll & Hatfield (1985). In their study, the financial performances of entities were 
measured over a short and long-term period. The results from the study established that 
statistically there is no link between CSR and FP. Another study was conducted by Chetty, 
Naidoo, & Seetharam (2014), who examined whether CSR actions may have a bearing on a 
companies’ financial performance in the long run, but they found no evidence in their research 
to support their assertion. 
It should be emphasized that ROA is usedto gauge the efficiency of an entity's management, 
particularly in how it generates revenue or earnings from its assets. In other words, ROA 
provides an indication of the earnings that are generated from any assets that have been 
invested. Since the ROA ratios provide managers, analysts, or investors with an indication of 
how effective a company is in converting their invested monetary assets into net income, the 
greater the ROA ratio the more profitable the company. However, the use of ROA for the 
comparison of companies may be more accurate when comparing companies in a similar sector 
or since industries use assets differently. An example is the comparison between the services 
sector and the construction sector; ROA ratios for banks are much higher compared to those of 
construction companies, which have invested significantly in heavy machinery. Hence, to 
mitigate these variations in using ROA, this study combined with cross-section random effects 
tests in the panel regression tests.  
As for its relationship with CSI, this relationship is established when higher ratios of ROA are 
achieved during years of higher investment into CSR activities. The financial resources 
invested in CSR activities are supposed to result in higher net income in the financial statements 
of a company, in a case where there is a positive relationship between CSI and FP. This means 
that the higher the ROA, the higher the CSI Spends, and the higher the FP. This corroborates 
with the views of the majority of sources in the current body of research on CSI and FP, 
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according to which company that are, performing well financially will invest more in CSI, due 
to a surplus of funds.  
5.2.2. The Relationship between ROE and CSI 
The random effects model in this study showed that CSI (-0.004) is negative in relation to the 
dependent variable, ROE. This directly means that the higher the CSI Spend, the lesser the 
ROE ratio. Contrary to the results of this study, most of the past studies on the topic point to a 
positive relationship between CSR and a company’s financial performance (Mackey, Mackey 
& Barney, 2007; Margolis & Walsh, 2003; Tsoutsoura, 2004; Wu, 2006).  Although they used 
different methodological approaches, these studies all confirmed that, with ROA and ROE as 
FP measures, CSR and FP are positively linked through a significant and positive relationship. 
There are several reasons why ROE is used as a measure of FP. ROE is a percentage of net 
income converted into a percentage of shareholder’s equity. It is used to measure a company’s 
financial performance by identifying the amount of company profits generated from 
investments from shareholders.In other words; it is the amount of return generated by each 
Rand of shareholders’ equity.  
In terms of ratio, ROE is also an important business measure of efficiency. A higher ROE ratio 
indicates that a company is generating more profits with minimal capital. It is also an indicator 
on how effective a company’s management is at allocating the shareholders’ capital in business 
operations. Hence, a higher ROE ratio means improved financial performance of a company. 
Furthermore, a consistently falling ROE is an indication of company problems. A persistent 
low ROE ratio over a long period, averaging below 10%, indicates that a business is inefficient 
at generating profits. This also means that management is failing to deploy shareholders’ 
capital into ventures that can increase company profits. This is also an indication that the 
business is not worth investing in, since the management simply cannot make good use of the 
investors’ money. 
This study found that the relationship between ROE and CSI Spends, is negative and not 
significant. This is in contradiction with the studies carried out by Dhaliwal et al. (2011), 
Holmes (2012), and Palmer (2012), who reports that the relationship between CSR and FP is 
both positive and significant. Holmes (2012) argued that CSR activities can lead to improved 
relations between companies and its stakeholders and the returns on investment. Palmer (2012) 
provides insight on why companies that are responsible socially achieve improved financial 
performance. The literature on the topic gives a sense that a company that is responsible 
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socially can yield more financial benefits from the following; reduced operational risk, 
improved company reputation, attracting quality employees, and improved sales. 
5.3. Conclusion 
The literature review in this study discussed several studies, which reported positive 
relationships between the independent variable, CSI, and the dependent variable ROE. 
However, the negative relationship between CSI and ROA is in contradiction with the majority 
of studies on the topic. This negative relationship between ROA, ROE against CSI corresponds 
with the way CSR is perceived in developing countries and in South Africa. Numerous studies 
on CSR in Africa revealed that CSR initiatives are predominantly philanthropic (Schnurbein, 
Seele, & Lock, 2016). Funds are spent on CSR initiatives with no regard for financial 
performance gains. 
The literature discussed herein supports a positive and significant relationship between CSI 
and FP, of which ROA and ROE are the performance measures. The positive and significant 
relationship means that CSI can offer several benefits to companies. Weber (2008) highlights 
that the impact of the adoption of CSR by companies can be organised into four broad 
categories, namely: an improvement in company reputation and image, a positive influence on 
recruitment and retention of staff, control of operational costs and risks, and increase in sales 
and market share resulting in improved revenues. Aver & Cadez (2009) emphasize that a 
properly managed CSR has the potential of improving the stakeholder satisfaction and financial 
performance. The Gesellschaftfür Technische Zusammenarbeit’s (GTZ) (2009) report, from a 
study of sub- Saharan African countries, found that CSR is viewed differently by companies in 
the region, with many using CSR as a strategic marketing, branding or public relations tool in 
order to improve company operations and profitability. 
In closing, there are three general outcomes about the CSR and financial performance 
correlation. Firstly, CSR initiatives are mostly linked to improved or higher financial 
performance (Muritala, 2014). Secondly, companies that practise CSR and then get to 
experience improved financial performance are more likely to invest further in more CSR 
initiatives and are also open to being assessed on CSR activities (Cadez & Czerny, 2016). 
Thirdly, CSR has a positive impact of a company’s financial performance mainly due to its 
potential to improve the organisation’s reputation with external stakeholders (Ajward & 
Takehara, 2014). However, such performance correlations are experienced mostly in 
developed countries. Bernstein (2010) suggests that practising CSR as in the manner this is 
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done in developed economies may impede economic growth in developing countries such as 
South Africa in the long term and lead to a deepening of poverty. While acknowledging the 
important role that business plays in society, it is also paramount to incorporate its economic 
role as a developer of economies into the social responsibility model. Hence, there is 
differentiation in the relationship between CSR and FP in developed economies and developing 
nations, as evidenced by this study. As for the relevance of this study in supporting the 
stakeholder theory, no support was established. Contrary to the perspective of the stakeholder 
theory, investments in CSR initiatives have a negative but minimal impact on the financial 
performance of the listed companies chosen for the study as shown by the negative relationship 
between CSI and ROA as well as between CSI and ROE.  
 
5.4. Recommendations for further Research 
Considering the outcomes of this study of a negative relationship of ROA and ROE against 
CSI, one might be tempted to wonder whether the measurement methods and tools were 
accurate or were used appropriately. However, there is a sense one gets from the literature that 
CSI and FP may not always yield conclusive or accurate results, given the varying factors and 
variables, which might be at play. Notwithstanding this uncertainty, much remains to be 
learned about CSI and FP.   
5.4.1 Recommendations for future research 
 
A number of subsequent studies can be proposed. Firstly, there is need for research to study 
the relationship that exists between CSI and FP using the specific investment figures spent on 
CSR for a high number of companies for more reliability of information.  Secondly, there is 
need for a study aiming to isolate the reasons for a positive correlation between CSI and FP. 
Although the study aimed to investigate the relationship between CSR and FP over a five-year 
period, the impact may only become evident in future and not in the period under investigation. 
Similarly, if CSR investment was made in years preceding the study, this investment could 
have resulted in improved FP during the period under study. The timing of CSR investments 
and improved performance is therefore a limitation of this study. 
The major element that must also be further investigated is the influence of the philanthropic 
nature of CSR initiatives in developing countries where companies give without expecting any 
financial performance gains. On average the main areas of CSR focus are education, health, 
community development and infrastructure development. A possible narrowing on the scope 
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on enterprise development and skills development projects that would feed into the economic 
stream of the investing company could possible yield a positive impact on the relationship 
between CSR and financial performance. This would also reduce the variance in the research 
outcomes between the studies conducted in developed nations and those in the developing or 
emerging countries. 
Another area of further research that could have a bearing on the impact of CSR initiatives on 
financial performance of companies is the overall influence of the environment in which the 
company operates which makes companies adopt certain decisions when it comes to CSR. It 
could be that the legislative and government policies encourage companies to adopt CSR 
initiatives that are not linked to financial performance for them to just comply for legitimacy. 
There are numerous areas for further research in unlocking the potential of CSR in having a 
positive impact on the financial performance of companies. This is an area where academics 
and business have to forge a working relationship in order to come up with a strategy of 
effective CSR practices that not only provide financial incentives to companies but also support 
economic and social development in developing nations where governments are struggling to 
eradicate challenges faced by its people. 
5.4.2 Recommendations for managerial implications 
 
The results from this study and from previous studies are meant to empower management of 
companies on strategies by which they can capitalize on CSR initiatives for the overall benefit 
of the company. Major possible benefits that are linked to CSR but which do not necessarily 
lead to a positive impact on financial performance are a positive influence on recruitment and 
retention of staff who want to be associated with a caring brand that invests into society. There 
is also a higher degree of stakeholder satisfaction inside and outside the company by investing 
in CSR leading to minimization of disruptions in operations. A company that invests into the 
company that it works in faces minimal demonstrations or work stoppages as a result of 
demonstrations from the community as the society exerts pressure on the company to force it 
to address the challenges in society. CSR can be used as a proactive and pre-emptive measure 
to insulate companies from conflict. The implication on management is on how to effectively 
invest into CSR initiatives and at the same time maintain or increase profitability. 
A critical factor which is a challenge to management in understanding the relationship between 
CSR and FP of companies is on identifying the key drivers of financial performance while 
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practising CSR. This is because a positive association between CSR and company financial 
performance can also be attributed to other activities such as the launch of a new product range 
or an increase in company market share; both of which may not be connected to an increase on 
investment in CSR. Also improved financial performance may be associated with companies 
having massive budgets to accommodate increased spending in CSR. Under such 
circumstances, increasing spending in CSR will not necessarily lead to improved financial 
performance; an improvement in financial performance can be attributed to other factors. The 
agenda for management is to link CSR into its business and corporate strategy such that CSR 
fits into the core business operations of the company rather than being an add-on that can be 
unplugged or plugged when ever management sees fit.  
CSR is now a part of business that corporate companies cannot ignore. In South Africa and in 
developing nations CSR is still in the transition phase as it grapples with the challenges of 
Africa which is marked by poverty and lack of service delivery. However the challenge still 
remains on how to best implement CSR so that it has a positive impact on financial performance 
of companies, after all for companies to exist they must make profits. 
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